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1. Introduction  

1.1 Research background and context  

 

Free Economic Zones (FEZs) have emerged as a significant instrument in Chi-

na's economic development strategy over the past four decades. Since the es-

tablishment of the first Special Economic Zones in 1980, China has progres-

sively expanded and diversified its FEZ system, encompassing a wide array of 

zone types including Economic and Technological Development Zones, High-

Tech Industrial Development Zones, and Free Trade Zones. These zones have 

played a pivotal role in attracting foreign direct investment, promoting export-

oriented industrialization, and fostering technological innovation, thereby con-

tributing significantly to China's rapid economic growth and integration into the 

global economy. 

As China navigates the complexities of the 21st-century global economic land-

scape, characterized by technological disruption, shifting geopolitical dynamics, 

and increasing emphasis on sustainable development, the role and nature of its 

FEZ system are undergoing profound transformations. This research is situated 

at the intersection of economic geography, development economics, and inter-

national business, seeking to elucidate the evolving functions, challenges, and 

prospects of China's FEZs in the context of the country's transition towards a 

more innovation-driven and sustainable growth model. 

 

 

1.2 Research purpose and objectives 

 

The overarching purpose of this research is to provide a comprehensive and 

critical analysis of the development, current state, and future trajectory of Chi-

na's FEZ system. Specifically, this study aims to: 
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1. Trace the historical evolution of China's FEZ system, identifying key mile-

stones, policy shifts, and contextual factors that have shaped its devel-

opment. 

2. Evaluate the economic impact of FEZs on China's growth, foreign direct 

investment attraction, and technological advancement. 

3. Analyze the current regulatory framework governing FEZs in China, includ-

ing institutional arrangements, incentive structures, and policy implemen-

tation mechanisms. 

4. Assess the challenges and opportunities facing China's FEZ system in 

light of changing domestic priorities and global economic trends. 

5. Explore the potential for China's FEZ model to contribute to economic co-

operation and development beyond its borders, with a particular focus on 

the Belt and Road Initiative. 

 

 

1.3 Research questions 

 

To achieve these objectives, the study addresses the following key research 

questions: 

1. How has China's FEZ system evolved since its inception, and what factors 

have driven its transformation? 

2. What has been the economic impact of FEZs on China's GDP growth, for-

eign trade, and technological innovation? 

3. How does the current regulatory framework for FEZs in China balance na-

tional development objectives with the need for local autonomy and flexi-

bility? 

4. What are the primary challenges facing China's FEZ system, and how are 

policymakers addressing these issues? 

5. To what extent can China's FEZ model be adapted or replicated in other 

developing countries, particularly within the context of the Belt and Road 

Initiative? 
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1.4 Significance of the research 

 

This study contributes to the existing literature on special economic zones and 

their role in economic development by providing a comprehensive and up-to-

date analysis of China's experience. By critically examining the successes, chal-

lenges, and future prospects of China's FEZ system, this research offers valua-

ble insights for policymakers, scholars, and practitioners engaged in economic 

development strategies, international trade, and regional integration initiatives. 

Moreover, as developing countries increasingly look to FEZs as a tool for at-

tracting investment and promoting industrialization, the lessons drawn from 

China's experience can inform policy design and implementation in diverse con-

texts. The findings of this study also have implications for understanding the 

evolving nature of global production networks and the role of spatially delineat-

ed economic zones in shaping patterns of industrial agglomeration and regional 

development. 

 

 

1.5 Thesis structure 

 

This thesis is organized into six chapters: 

Chapter 1 provides an introduction to the research, outlining its background, 

objectives, and significance. 

Chapter 2 presents a comprehensive literature review on the theoretical founda-

tions and global experiences of FEZs, situating China's approach within the 

broader context of zone-based development strategies. 

Chapter 3 offers a detailed analysis of China's contemporary FEZ system, in-

cluding its typology, geographical distribution, and regulatory framework. 



6 

Chapter 4 examines the economic impact of FEZs on China's growth, invest-

ment attraction, and technological advancement, drawing on both quantitative 

data and qualitative case studies. 

Chapter 5 explores the challenges and opportunities facing China's FEZ sys-

tem, discussing potential policy responses and future trajectories. 

Chapter 6 concludes the thesis by synthesizing key findings, discussing their 

implications, and suggesting avenues for future research. 

Through this structured approach, the thesis aims to provide a holistic and nu-

anced understanding of China's FEZ system, its role in the country's economic 

development, and its potential significance for other developing economies. 
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2. Theoretical foundations of free economic zones 

2.1 Evolution of FEZ concepts 

2.1.1 Early definitions and types 

 

The roots of free economic zones  can be traced back to ancient times when 

city-states and empires established specialized areas to facilitate trade and 

commerce. However, the modern concept of FEZs truly took shape in the latter 

half of the 20th century, particularly in the post-World War II era, as countries 

sought innovative strategies to stimulate economic growth and attract foreign 

investment (Chen, 1995). 

The Shannon Free Zone in Ireland, established in 1959, is considered one of 

the most seminal examples of the modern FEZ paradigm. Created to revitalize 

the economically depressed region around Shannon Airport, which had experi-

enced a decline in traffic due to the advent of jet aircraft technology, the Shan-

non Free Zone pioneered the concept of offering tax incentives and streamlined 

customs procedures to attract foreign investment, focusing on manufacturing 

and logistics enterprises (Farole, 2020). The success of this model served as a 

catalyst for the global proliferation of FEZs, as other nations sought to replicate 

Ireland's economic benefits. 

During the 1960s and 1970s, there was a surge in the establishment of export 

processing zones  in developing countries, particularly in Asia and Latin Ameri-

ca. 

 These zones were strategically designed to promote export-oriented industriali-

zation, leveraging the host nations' comparative advantages, such as abundant 

low-cost labor and strategic geographic locations. EPZs were typically situated 

near ports or airports and offered a comprehensive suite of incentives to attract 

foreign investment, including tax exemptions, streamlined regulatory frame-

works, and access to a cost-effective workforce. 

The Kaohsiung Export Processing Zone in Taiwan, established in 1966, and the 

Masan Free Export Zone in South Korea, which commenced operations in 

1970, are prominent examples of this phenomenon (Chen, 2005). These early 
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adopters of the EPZ model played a crucial role in demonstrating the potential 

of FEZs to catalyze economic growth and development, paving the way for the 

subsequent proliferation of similar initiatives worldwide. 

Region Country FEZ Name Year Estab-
lished 

Asia China Shenzhen Special Economic 
Zone 

1980 

Asia India Kandla Free Trade Zone 1965 
Asia Malaysia Penang Free Trade Zone 1972 
North Amer-
ica 

United 
States 

Foreign-Trade Zones  1934 

Europe Spain Barcelona Free Zone 1916 
Europe Poland Pomeranian Special Econom-

ic Zone 
2001 

Table 2.1. Examples of free economic zones established in different re-

gions and time periods 

The 1980s and 1990s marked a watershed moment in the evolution of FEZs, as 

the concept gained increasing traction in developing countries seeking to attract 

foreign direct investment  and promote export-led growth. The decision by Chi-

na to establish special economic zones  in 1980 represented a seminal event in 

the history of FEZs, with far-reaching implications for the global economic order. 

These groundbreaking zones, which included the cities of Shenzhen, Zhuhai, 

Shantou, and Xiamen, were conceived as laboratories for experimentation with 

market-oriented economic reforms and the attraction of foreign investment.  

The success of China's Special Economic Zones (SEZs) merits a comprehen-

sive examination. As posited by Zeng (2021), these zones transcended mere 

economic success, catalyzing a profound transformation of China's economic 

landscape. The evolutionary trajectory from the nascent experimental zones to 

an expansive network propelled China's transition from a predominantly agrari-

an economy to a preeminent global manufacturing force. What's particularly 

interesting is how other countries studied China's model. They weren't just 

copying it blindly though - they were adapting these lessons to their own unique 

circumstances and needs. The way China managed to use SEZs to gradually 

test market reforms while maintaining stability is pretty remarkable when you 

think about it. 
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The Middle East and North Africa's adoption of Free Economic Zones  in the 

80s and 90s tells an equally compelling story. Take the Jebel Ali Free Zone in 

Dubai - it's a perfect example of how these zones can completely transform a 

region's economic destiny. What started as a bold experiment in 1985 has be-

come this massive hub that's helped turn Dubai from a small trading port into a 

global business center. Zeng (2021) points out something really interesting 

here: it wasn't just about building infrastructure - it was about creating an entire 

ecosystem that could attract international businesses. The way Dubai managed 

to leverage its geographic location and combine it with business-friendly policies 

in the free zone is a masterclass in economic development strategy. 

The evolution of FEZs globally shows this fascinating trajectory that really re-

flects how the world economy has changed. Initially, these zones were pretty 

straightforward - they were mostly about manufacturing and exports, basically 

trying to attract factories with cheap labor. But here's where it gets interesting: 

as the global economy became more sophisticated, these zones had to adapt. 

They started focusing on things like high-tech industries, research and devel-

opment, and even services. This shift wasn't just about changing what these 

zones did - it was about fundamentally rethinking their role in economic devel-

opment. You can see this evolution really clearly in places like Singapore's sci-

ence parks or South Korea's digital hubs. 

 

 

2.1.2.  Development of related concepts (SEZs, cross-national free 

trade areas) 

 

The study of free economic zones  has been a subject of significant interest 

among scholars and policymakers alike, given their potential to drive economic 

growth, attract foreign investment, and promote regional development. Ag-

garwal's (2010) seminal work on the impact assessment of FEZs in India 

marked a major milestone in this field, providing a comprehensive framework 

that highlighted both the positive outcomes, such as increased FDI and em-
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ployment, and the potential negative consequences, including economic dis-

placement and enclave formation.  

In recent years, there has been a growing focus on analyzing the experiences 

of specific countries with FEZs. Gwosdz et al.'s (2020) study of Polish special 

economic zones  is a prime example of this trend. By revealing significant re-

gional variations in SEZ performance, their findings underscored the crucial role 

played by spatial factors in shaping the outcomes of these economic policy in-

struments.  

This research not only contributed valuable insights to the existing knowledge 

base but also highlighted the need for a more nuanced and context-specific ap-

proach to evaluating the effectiveness of FEZs. 

Farole's (2020) recent synthesis of global SEZ experiences represents another 

important contribution to the literature. His work emphasizes the potential of 

FEZs to drive economic transformation in developing countries, while also 

stressing the critical importance of generating positive spillovers and maintain-

ing strong linkages with local economies. By advocating for more integrated 

approaches to SEZ planning and implementation, Farole's analysis offers valu-

able guidance for policymakers seeking to maximize the benefits of these eco-

nomic policy tools. 

The literature on FEZs has also been enriched by studies that adopt a more 

holistic and multidimensional approach to impact assessment. Pastusiak et al.'s 

(2018) evaluation of SEZ performance in Poland, for instance, moves beyond 

narrow measures of economic growth and job creation to consider the broader 

social and technological implications of these zones. Their findings, which sug-

gest that the influence of Polish SEZs on innovation and technology transfer 

has been limited, underscore the need for a more comprehensive and nuanced 

understanding of the complex ways in which FEZs shape economic and social 

outcomes. 
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2.2 Historical development of FEZs 

2.2.1 Early examples and models 

 

The academic debate around FEZs has become increasingly nuanced and 

complex in recent years, and it raises some really important questions about 

economic development strategies. Critics make some valid points - there's defi-

nitely a risk that these zones can become isolated bubbles of prosperity that 

don't really benefit the wider economy. And yes, there have been cases where 

zones have led to questionable labor practices or environmental standards. But 

I think what's interesting is looking at why some zones succeed while others fail. 

The successful ones seem to have a few things in common: strong institutional 

support, clear strategic vision, and good integration with the local economy. The 

cases of China and the UAE show that when done right, these zones can be 

transformative. But - and this is crucial - success seems to depend heavily on 

how well these zones are integrated into broader economic development strat-

egies. 

The mixed results globally raise some fascinating questions about the future of 

FEZs. As manufacturing becomes more automated and services increasingly 

digital, how will these zones need to evolve? What role will they play in address-

ing challenges like climate change or inequality? These aren't just academic 

questions - they're crucial for policymakers trying to design the next generation 

of economic zones. Countries are increasingly looking at specializing their 

zones - whether it's in green technology, digital services, or biotechnology - and 

this specialization might be key to their continued relevance. 

Building upon the historical overview provided earlier, I propose the following 

periodization of FEZ development: 

1. First Generation (1950s-1970s): Early Export Processing Zones  

o Characterized by a focus on attracting labor-intensive, export-

oriented manufacturing industries 

o Primarily located in developing countries, often near ports or air-

ports 
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o Examples: Shannon Free Zone (Ireland), Kaohsiung Export Pro-

cessing Zone (Taiwan), Masan Free Export Zone (South Korea) 

2. Second Generation (1980s-1990s): Diversification and Expansion  

o Marked by a growing emphasis on attracting a wider range of in-

dustries, including services and high-tech sectors 

o Increased focus on regional development and economic diversifi-

cation 

o Proliferation of FEZs in developing countries, particularly in Asia 

and Latin America 

o Examples: Special Economic Zones in China, Jebel Ali Free Zone 

(UAE), Export Processing Zones in Bangladesh 

3. Third Generation (2000s-Present): Integration and Upgrading  

o Characterized by a shift towards more integrated and comprehen-

sive FEZs, such as Eco-Industrial Parks and Free Trade Zones 

o Growing emphasis on promoting innovation, technology transfer, 

and higher value-added activities 

o Increased focus on sustainability, environmental protection, and 

social responsibility 

o Examples: Dubai Multi Commodities Centre (UAE), Panama 

Pacifico Special Economic Area (Panama), Sino-Singapore Tian-

jin Eco-City (China) 

This proposed periodization is grounded in the observed patterns of FEZ devel-

opment over time, taking into account the evolving objectives, strategies, and 

contexts of host countries. 

Despite these ongoing debates, the historical record suggests that FEZs have 

played a significant role in shaping the global economic landscape over the past 

half-century. From the pioneering Shannon  Free Zone in Ireland to the trans-

formative SEZs of China and the dynamic free zones of the Middle East and 

North Africa, FEZs have demonstrated their potential to catalyze economic 

growth, attract foreign investment, and promote export-led development.  
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As the global economy continues to evolve and new challenges emerge, it is 

likely that FEZs will continue to adapt and evolve in response, maintaining their 

relevance as a key tool for economic policymakers around the world. 

Free economic zones  have emerged as a significant instrument for countries 

seeking to stimulate economic growth, attract foreign direct investment , and 

promote international trade. The proliferation of FEZs around the world has 

been accompanied by a growing body of literature examining their various 

forms, characteristics, and impacts. By synthesizing findings from systematic 

literature  reviews, country-specific analyses, and cross-national comparative 

studies, this paper seeks to contribute to a clearer understanding of the hetero-

geneous nature of FEZs and the factors shaping their development. 

 

Fig. 2.1.  FEZ Historical Evolution 
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The concept of free economic zones  encompasses a wide array of spatially 

delineated areas within a country's borders where business and trade laws dif-

fer from those in the rest of the nation (Zimenkov, 2005). These zones are de-

signed to create a more liberal and efficient business environment to attract for-

eign direct investment , foster export-oriented growth, generate employment, 

and promote technological advancement (Farole & Akinci, 2011). FEZs come in 

various forms, such as special economic zones , export processing zones , free 

trade zones , and industrial parks or estates (Zeng, 2016). 

Efforts to develop a unified typology of FEZs have led to several influential clas-

sifications. Hibbard (as cited in Alansary & Al-Ansari, 2023) identified three main 

types of FEZs based on their primary functions, while the United Nations Con-

ference on Trade and Development (UNCTAD, as cited in Alansary & Al-Ansari, 

2023) distinguished between three generations of FEZs, emphasizing their evo-

lutionary nature and responsiveness to changing global economic conditions 

and industrial policies. 

 

 

2.2.2 Global spread and diversification 

 

Bost (as cited in Alansary & Al-Ansari, 2023) has proposed a four-part typology 

encompassing free trade zones, export processing zones, special economic 

zones, and industrial parks. This classification scheme distinguishes zones 

based on their spatial configuration, legal and regulatory frameworks, and eco-

nomic objectives. 

The diversity of FEZ classifications reflects the complex and multifaceted nature 

of these economic policy instruments. As Farole and Akinci (2011) note, the 

specific configuration and objectives of FEZs are shaped by a variety of factors, 

including the country's level of economic development, industrial structure, trade 

patterns, and institutional capacities. 

The dynamic interplay between these factors and the global economic environ-

ment has led to the emergence of distinct regional models of FEZ development. 
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In East Asia, export-oriented industrialization strategies pursued by countries 

such as China, South Korea, and Taiwan have given rise to a particular form of 

FEZ characterized by large-scale, government-led initiatives aimed at attracting 

FDI, promoting technology transfer, and fostering the development of globally 

competitive industries (Zeng, 2016). 

On the other hand, the FEZ experience in Latin America has been more varied, 

with a greater emphasis on free trade zones and export processing zones ori-

ented towards labor-intensive, assembly-based industries (Farole & Akinci, 

2011). While these zones have been important drivers of export growth and job 

creation, they have also faced criticism for their limited linkages with the domes-

tic economy and their vulnerability to external shocks. 

 

Fig. 2.2.   Bost's FEZ Classification 
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The development of Free Economic Zones  in Eastern Europe and the former 

Soviet Union exemplifies the complex economic transformation from centrally 

planned to market-based systems, with Poland and Russia serving as notable 

case studies that demonstrate contrasting approaches and outcomes: while 

Poland successfully established 14 SEZs in the mid-1990s covering 12,000 

hectares and offering comprehensive investor incentives (with the Katowice 

zone alone attracting €6 billion and creating 60,000 jobs), Russia's later entry 

into SEZ development in the mid-2000s has shown mixed results across its 38 

zones, which, despite attracting 828 resident companies and over 500 billion 

rubles in investment by 2021, have faced varying degrees of success in differ-

ent regions - this disparity highlights how the effectiveness of FEZs as policy 

instruments for attracting FDI and promoting regional development can vary 

significantly based on implementation timing, regulatory frameworks, and 

broader economic conditions. 

 

Fig. 2.3.   Russian SEZ Types 2005 
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The stories of FEZ development in Poland and Russia really show how im-

portant good planning and strong institutions are. According to Gwosdz et al. 

(2020), Poland's success came from having clear, consistent policies and get-

ting local authorities actively involved in running these zones. Russia, on the 

other hand, has faced some real challenges. Maslikhina (2017) and 

Yankovskaya & Osipov (2021) point out that they've struggled with weak institu-

tions, constantly changing policies, and poor coordination between federal and 

regional governments - it's kind of like trying to build a house without everyone 

agreeing on the blueprint. 

When it comes to measuring how well these zones are doing, it's not just about 

counting investment dollars and jobs.  

The Katowice Special Economic Zone in Poland is a real success story that de-

serves a closer look. Mikhalek and Jagello (2017) have documented how this 

zone hasn't just brought in money and jobs - it's completely transformed the 

local economy. They've done this really smart thing where they work closely 

with local schools and businesses, which has helped build up the skills of local 

workers and create stronger business networks. It's pretty impressive how 

they've managed to make everything work together so well. 

Looking ahead, there are some big challenges these zones need to deal with. 

The COVID-19 pandemic has really shaken things up globally, as UNCTAD 

(2021) points out. Plus, there's this whole digital revolution happening, environ-

mental concerns are growing, and the way businesses operate is changing fast. 

FEZs are going to have to adapt to stay relevant. 

At home, success really comes down to having governments that can create the 

right environment for these zones to thrive. Zeng (2016) emphasizes that you 

need clear rules, transparent institutions, and good coordination. The experi-

ences in Poland and Russia show that getting everyone involved - from local 

governments to private businesses and communities - is absolutely crucial. 

These zones have come a long way from their early days as simple free trade 

areas.  
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2.3 Key characteristics and functions of FEZs 

 

The stories of FEZ development in Poland and Russia really show how im-

portant good planning and strong institutions are. According to Gwosdz et al. 

(2020), Poland's success came from having clear, consistent policies and get-

ting local authorities actively involved in running these zones. Russia, on the 

other hand, has faced some real challenges. Maslikhina (2017) and 

Yankovskaya & Osipov (2021) point out that they've struggled with weak institu-

tions, constantly changing policies, and poor coordination between federal and 

regional governments - it's kind of like trying to build a house without everyone 

agreeing on the blueprint. 

When it comes to measuring how well these zones are doing, it's not just about 

counting investment dollars and jobs. The Katowice Special Economic Zone in 

Poland is a real success story that deserves a closer look. Mikhalek and Jagello 

(2017) have documented how this zone hasn't just brought in money and jobs - 

it's completely transformed the local economy. They've done this really smart 

thing where they work closely with local schools and businesses, which has 

helped build up the skills of local workers and create stronger business net-

works. It's pretty impressive how they've managed to make everything work to-

gether so well. 

Looking ahead, there are some big challenges these zones need to deal with. 

The COVID-19 pandemic has really shaken things up globally, as UNCTAD 

(2021) points out. Plus, there's this whole digital revolution happening, environ-

mental concerns are growing, and the way businesses operate is changing fast. 

FEZs are going to have to adapt to stay relevant. 

At home, success really comes down to having governments that can create the 

right environment for these zones to thrive. Zeng (2016) emphasizes that you 

need clear rules, transparent institutions, and good coordination. The experi-

ences in Poland and Russia show that getting everyone involved - from local 

governments to private businesses and communities - is absolutely crucial. 
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These zones have come a long way from their early days as simple free trade 

areas. What's really fascinating is how they keep evolving to meet new chal-

lenges. Whether they succeed or fail seems to depend a lot on how well coun-

tries can build strong institutions and create the right policies.  

The World Bank's report "Special Economic Zones: An Operational Review of 

Their Impacts" serves as a foundational document for analyzing the global ex-

perience with free economic zones in section 2.3. This comprehensive study 

provides a rigorous and systematic assessment of the factors driving SEZ per-

formance in emerging economies and the impact of SEZ performance on eco-

nomic growth in surrounding regions. The report's significance stems from its 

innovative approach to addressing the limitations of previous research on SEZs, 

which has often relied on case studies of a relatively small number of zones, 

focusing on the most successful examples. While yielding valuable insights, this 

approach has constrained the generalizability of findings and the ability to draw 

broader conclusions about the determinants and impacts of SEZ performance. 

In contrast, the World Bank study leverages a novel methodology to conduct a 

systematic analysis across a large sample of 346 SEZs in 22 emerging market 

countries, enabling a more representative and nuanced understanding of the 

factors shaping SEZ outcomes. A key methodological innovation is the use of 

nightlights satellite imagery as a proxy for SEZ economic activity and perfor-

mance, overcoming the lack of comparable cross-country data on individual 

SEZs that has been a major impediment to conducting broad-based empirical 

analysis. This approach builds on a growing body of economic research that 

has demonstrated the validity and utility of nightlights data as a proxy for eco-

nomic activity, particularly in contexts where reliable statistical data may be 

lacking. 

To complement the nightlights data, the authors compile a comprehensive da-

taset on the characteristics of the 346 SEZs included in the analysis. This da-

taset encompasses a range of variables capturing the key dimensions of SEZ 

programs, the specific attributes of individual zones, and the contextual factors 

shaping the regions and countries in which they are located. This rich dataset 

allows for a granular examination of the complex interplay of factors shaping 
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SEZ performance, from the design of the overarching policy framework to the 

specific characteristics of individual zones and their local contexts. 

 

 

2.4 FEZs in the context of global economic trends 

 

 

The analysis further illuminates the crucial role of external factors in shaping 

SEZ outcomes, particularly emphasizing the significance of regional economic 

fundamentals such as market accessibility, established industrial infrastructure, 

and labor force availability. While the research indicates that SEZs generally do 

not achieve exceptional economic performance relative to their national con-

texts, it does reveal meaningful localized spillover effects, with surrounding re-

gions experiencing accelerated growth within a roughly 50-kilometer radius - 

though these effects diminish rapidly beyond this geographic threshold. This 

spatial dimension of SEZ impact offers valuable insights for policymakers con-

sidering the strategic placement and role of zones within broader regional de-

velopment frameworks, while simultaneously highlighting the limitations of SEZs 

as universal catalysts for economic transformation in disadvantaged regions. 

Moreover, these findings suggest that successful SEZ implementation requires 

a more nuanced understanding of regional economic dynamics and a more re-

alistic assessment of zones' potential to drive economic development. The re-

search thus points toward the need for a more sophisticated approach to SEZ 

planning that takes into account both the inherent limitations of zones as devel-

opment tools and the critical importance of regional economic context in shap-

ing their success or failure.  

To complement the nightlights data, the authors compile a comprehensive da-

taset on the characteristics of the 346 SEZs included in the analysis. This da-

taset encompasses a range of variables capturing the key dimensions of SEZ 

programs, the specific attributes of individual zones, and the contextual factors 

shaping the regions and countries in which they are located. This rich dataset 

allows for a granular examination of the complex interplay of factors shaping 
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SEZ performance, from the design of the overarching policy framework to the 

specific characteristics of individual zones and their local contexts. 

Table 2.2 provides an overview of the dataset's coverage: 

Dimension Variables Coverage 

SEZ program 
factors 

Incentive package, eligibility re-
quirements, program set-up 

Laws, regulations, and 
policies applicable to 
SEZs in each country 

SEZ-specific 
factors 

Size, years operating, operator type, 
industry focus, location, services and 
infrastructure 

346 individual SEZs 
across 22 countries 

Contextual 
factors 

Region and country characteristics 
including market access, income 
levels, human capital, population 
density 

Sub-national regions 
and countries hosting 
the 346 SEZs 

Table 2.2.  CIIP Dataset on Special Economic Zones  

Drawing upon a robust empirical foundation, this analysis yields several pro-

found insights that significantly advance our understanding of Special Economic 

Zone (SEZ) dynamics and their multifaceted impacts. The findings fundamental-

ly challenge several longstanding assumptions about SEZ performance, reveal-

ing that these zones typically mirror rather than exceed their national economic 

trajectories - a discovery that emphasizes the critical importance of broader 

economic contexts in determining zone outcomes. Furthermore, the analysis 

demonstrates that SEZs often struggle with long-term sustainability, exhibiting 

an inverted U-shaped performance curve characterized by initial robust growth 

followed by deceleration as zones mature and their competitive advantages, 

such as tax incentives and low-cost labor pools, gradually diminish. This pattern 

of performance trajectory raises important questions about the long-term viabil-

ity of SEZs as sustainable economic development tools and challenges policy-

makers to reconsider traditional approaches to zone management and evolu-

tion. 

The research presents a particularly striking revelation regarding the relation-

ship between SEZ design features and performance outcomes, demonstrating 

that conventional program elements - including incentive structures, investor 

eligibility criteria, and governance frameworks - play a surprisingly limited role in 

determining success. Instead, zone performance appears to be predominantly 
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influenced by fundamental characteristics such as size and technological inten-

sity, with larger zones typically outperforming smaller ones due to scale econo-

mies and agglomeration effects. Notably, contrary to prevailing wisdom, lower-

tech, labor-intensive zones generally demonstrate superior growth rates com-

pared to their high-tech counterparts, challenging the assumed superiority of 

technology-intensive development strategies. 

The analysis further illuminates the crucial role of external factors in shaping 

SEZ outcomes, particularly emphasizing the significance of regional economic 

fundamentals such as market accessibility, established industrial infrastructure, 

and labor force availability. While the research indicates that SEZs generally do 

not achieve exceptional economic performance relative to their national con-

texts, it does reveal meaningful localized spillover effects, with surrounding re-

gions experiencing accelerated growth within a roughly 50-kilometer radius - 

though these effects diminish rapidly beyond this geographic threshold. This 

spatial dimension of SEZ impact offers valuable insights for policymakers con-

sidering the strategic placement and role of zones within broader regional de-

velopment frameworks, while simultaneously highlighting the limitations of SEZs 

as universal catalysts for economic transformation in disadvantaged regions. 

Moreover, these findings suggest that successful SEZ implementation requires 

a more nuanced understanding of regional economic dynamics and a more re-

alistic assessment of zones' potential to drive economic development. The re-

search thus points toward the need for a more sophisticated approach to SEZ 

planning that takes into account both the inherent limitations of zones as devel-

opment tools and the critical importance of regional economic context in shap-

ing their success or failure.  

To further contextualize these findings, the report also includes a systematic 

review of the World Bank's own operational experience with SEZs. This portfolio 

review, summarized in Tables 2.3. and 2.4, reveals a notable shift in the nature 

of Bank-supported SEZ projects over time. 

Category Number of projects Percent of total 

Pre-1996 projects   

Achieved objectives 9 64% 

Did not achieve objectives 5 36% 

Total 14 100% 
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Post-1996 projects   

Achieved objectives 5 45% 

Did not achieve objectives 6 55% 

Total 11 100% 

All projects   

Achieved objectives 14 56% 

Did not achieve objectives 11 44% 

Total 25 100% 

Table 2.3.  Performance of World Bank SEZ Projects 

Rating Pre-1996 projects Post-1996 projects All projects 

High 3 0 3 

Substantial 6 1 7 

Modest 1 8 9 

Negligible 4 2 6 

Total 14 11 25 

Table 2.4.  Efficiency Ratings for World Bank SEZ Projects 

Earlier projects, concentrated in the pre-1996 period, tended to focus narrowly 

on SEZ development, with components and objectives directly tied to the estab-

lishment and growth of specific zones. In contrast, more recent projects have 

adopted a broader approach, situating SEZ interventions within a more holistic 

framework of support for private sector development and economic competi-

tiveness. While this evolving approach reflects  an appreciation for the im-

portance of embedding SEZs within a conducive broader policy and economic 

environment, it has also often entailed greater complexity in project design and 

implementation. 

The World Bank's report offers several operational lessons that resonate with 

the findings of the econometric analysis, including the importance of carefully 

assessing the economic fundamentals and competitiveness potential of regions 

where SEZs are being considered, the need for a sound legal and regulatory 

framework for SEZs that is fully integrated with the broader investment climate, 

and the criticality of effective public-private coordination and partnerships in 

SEZ development and management. 

Overall, the report provides a nuanced and empirically grounded assessment of 

the potential and limitations of SEZs as tools for economic development in 

emerging economies. While highlighting the catalytic role that zones can play in 
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spurring local economic growth, the report also underscores the challenges of 

sustaining zone dynamism over time and the importance of the broader eco-

nomic and institutional context in shaping SEZ outcomes. As such, it injects a 

note of realism into the often heated debate over the efficacy of SEZs, challeng-

ing simplistic narratives that portray zones as either a panacea for economic 

transformation or a costly distraction from broader reforms. 

For policymakers and practitioners grappling with the challenges of industrial 

development and economic transformation, the report offers valuable lessons, 

suggesting that while SEZs can be a potent tool for catalyzing local growth and 

fostering global integration, they are not a substitute for sound economic fun-

damentals and a conducive overall investment climate. Successful SEZs are 

those that leverage existing comparative advantages and industrial capabilities, 

rather than attempting to create them from scratch. Moreover, the report high-

lights the importance of proactive efforts to foster linkages and spillovers be-

tween SEZs and the broader economy, which can be enhanced through target-

ed policies and investments in areas such as supplier development, skills up-

grading, and technology transfer. 

Finally, the report underscores the need for a dynamic and adaptive approach 

to SEZ policy and management, as the global economy evolves and new tech-

nologies and business models emerge, intensifying the competitive pressures 

on SEZs. Sustaining the relevance and impact of zones over the long term will 

require a commitment to continuous innovation, upgrading, and reform. 

In conclusion, the World Bank's analysis of SEZs provides a rich and nuanced 

evidence base to inform economic policies and strategies across the developing 

world, shedding light on the complex interplay of factors shaping SEZ perfor-

mance and impact, and helping to ground the often polarized debate over these 

instruments in sound empirical analysis. 
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3. China's FEZ system: current state and development 
 

3.1 Overview of China's contemporary FEZ system 

3.1.1 Types and distribution of FEZs in China 

China's free economic zones have undergone a remarkable evolution since 

their inception in the late 1970s, playing a pivotal role in the country's economic 

transformation and integration into the global economy. 

 The establishment of the first four Special Economic Zones  in Shenzhen, 

Zhuhai, Shantou, and Xiamen in 1980 marked a significant shift in China's eco-

nomic policy, as the country began to embrace market-oriented reforms and 

open up to foreign investment (Ministry of Commerce of the People's Republic 

of China, 2020). These initial SEZs served as laboratories for economic experi-

mentation, allowing the Chinese government to test new policies and approach-

es in a controlled environment before expanding them to other parts  of the 

country. 

Over the past four decades, China's FEZ system has grown substantially in 

both scale and scope, encompassing a wide range of zone types and locations 

throughout the country. 

 As of 2020, there are over 2,500 FEZs in China, including SEZs, Economic and 

Technological Development Zones , High-Tech Industrial Development Zones , 

Free Trade Zones , and other types of specialized zones (World Bank, 2020). 

These zones have played a critical role in attracting foreign direct investment , 

promoting export-oriented industrialization, and supporting the development of 

key sectors such as manufacturing, services, and technology. 

One of the most notable features of China's contemporary FEZ system is its 

hierarchical structure, with zones established at the national, provincial, and 

local levels. National-level zones, such as the SEZs and ETDZs, are approved 

by the State Council and benefit from the highest level of policy support and 

institutional autonomy.  
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Zone Type Number 
of Zones 

Level of 
Approval 

Key Features 

Special Economic 
Zones  

7 National Comprehensive reforms, prefer-
ential policies, institutional au-
tonomy, focus on export-
oriented industries 

Economic and 
Technological De-
velopment Zones  

219 National Focus on attracting FDI, promot-
ing industrial upgrading, and 
developing modern services 

High-Tech Industri-
al Development 
Zones  

168 Provincial Focus on promoting high-tech 
industries, innovation, and tech-
nology transfer 

Free Trade Zones  21 Local Focus on trade facilitation, fi-
nancial services, and logistics, 
with a greater emphasis on 
opening up the services sector 

Table 3.1. Key types of free economic zones in China (Sources: Ministry of 

Commerce of the People's Republic of China, 2020; National Development 

and Reform Commission of the People's Republic of China, 2020) 

China's Free Economic Zone  system has undergone a significant transfor-

mation, with an increased emphasis on promoting industrial upgrading and 

technological innovation. This strategic shift is a reflection of China's progres-

sion in its economic development trajectory. In the nascent stages of the FEZ 

system, the primary objective was to attract labor-intensive, export-oriented 

manufacturing industries, capitalizing on China's comparative advantage in low-

cost labor.  

However, as the country has advanced economically, the focus has gradually 

shifted towards fostering the development of higher value-added industries, 

such as advanced manufacturing, services, and technology (State Council of 

the People's Republic of China, 2019). Provincial-level zones, such as the HI-

DZs, are approved by provincial governments and are subject to a mix of na-

tional and provincial policies. Local-level zones, such as the FTZs, are estab-

lished by municipal or county-level governments and are subject to a range of 

local policies and regulations (National Development and Reform Commission 

of the People's Republic of China, 2020). 

The emergence of specialized zones, namely the High-Tech Industrial Devel-

opment Zones  and the Free Trade Zones , epitomizes this evolutionary trend. 
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HIDZs are strategically designed to promote the growth of high-tech industries, 

including information technology, biotechnology, and new materials. These 

zones provide targeted support for research and development, innovation, and 

technology transfer, creating an ecosystem conducive to technological ad-

vancement. Conversely, FTZs are primarily focused on facilitating trade, finan-

cial services, and logistics, with a particular emphasis on liberalizing the ser-

vices sector to attract foreign investment (General Administration of Customs of 

the People's Republic of China, 2020). This diversification of FEZs reflects Chi-

na's commitment to embracing a more nuanced and targeted approach to eco-

nomic development. 

Moreover, China's FEZ system has witnessed a growing emphasis on regional 

integration and coordination. In the early stages of FEZ development, zones 

were often established in a relatively ad hoc manner, with limited consideration 

for their broader regional context. This approach aims to promote economic in-

tegration, reduce regional disparities, and support the development of key in-

dustrial clusters (National Development and Reform Commission of the Peo-

ple's Republic of China, 2018). By adopting a more holistic and regionally inte-

grated approach, China seeks to optimize the allocation of resources and foster 

synergies between FEZs and their surrounding regions. 

 

 

3.1.2 Key characteristics and functions 

 

The establishment of cross-border economic cooperation zones, such as the 

China-Kazakhstan International Border Cooperation Center and the China-

Vietnam (Shenzhen-Haiphong) Economic and Trade Cooperation Zone, exem-

plifies this regional focus. These zones are strategically positioned to promote 

economic integration and trade between China and its neighboring countries, 

leveraging the complementary strengths and resources of each region (Ministry 

of Commerce of the People's Republic of China, 2019). By fostering cross-

border collaboration and facilitating the flow of goods, services, and invest-
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ments, these zones play a crucial role in strengthening regional economic ties 

and promoting mutually beneficial growth. 

In conclusion, the evolution of China's FEZ system reflects the country's adapt-

ability and responsiveness to changing economic realities. As China has pro-

gressed in its development journey, its FEZs have evolved from primarily at-

tracting labor-intensive industries to fostering high-tech innovation and promot-

ing regional integration. This strategic shift demonstrates China's commitment 

to embracing a more sophisticated and sustainable approach to economic 

growth, one that prioritizes technological advancement, regional coordination, 

and cross-border collaboration. As China continues to refine its FEZ system, it 

is poised to play an increasingly pivotal role in shaping the country's economic 

landscape and driving its long-term development objectives. 

Cooperation Zone Partner 
Country 

Key Industries 

China-Kazakhstan International 
Border Cooperation Center 

Kazakhstan Trade, logistics, tourism, 
agricultural processing 

China-Vietnam (Shenzhen-
Haiphong) Economic and Trade 
Cooperation Zone 

Vietnam Electronics, machinery, tex-
tiles, food processing 

China-Belarus Industrial Park Belarus Electronics, machinery, 
chemicals, pharmaceuticals 

China-Egypt Suez Economic and 
Trade Cooperation Zone 

Egypt Textiles, machinery, elec-
tronics, construction materi-
als 

Table 3.2.. Examples of cross-border economic cooperation zones 

(Sources: Ministry of Commerce of the People's Republic of China, 2019; 

National Development and Reform Commission of the People's Republic 

of China, 2018) 

The success of China's FEZ system in attracting FDI and promoting export-

oriented growth has been a key driver of the country's economic transformation 

over the past four decades. According to data from the Ministry of Commerce, 

FDI inflows into China's FEZs have grown from just over $1 billion in 1980 to 

$138.3 billion in 2019, accounting for nearly 40% of the country's total FDI in-

flows (Ministry of Commerce of the People's Republic of China, 2020). Similarly, 

exports from China's FEZs have increased from less than $100 million in 1980 

to over $690 billion in 2019, representing approximately 37% of the country's 
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total exports (General Administration of Customs of the People's Republic of 

China, 2020). 

Year FDI Inflows ($ billion) Exports ($ billion) 

1980 1.1 0.1 

1990 3.5 8.1 

2000 40.7 119.4 

2010 105.7 479.2 

2019 138.3 690.2 

Table 3.3. FDI inflows and exports in China's FEZs, 1980-2019 (Sources: 

Ministry of Commerce of the People's Republic of China, 2020; General 

Administration of Customs of the People's Republic of China, 2020) 

While China's FEZ model has achieved remarkable success (exemplified by 

regions like Shenzhen transforming from fishing villages into global tech hubs), 

significant challenges persist. The World Bank (2020) highlights a critical con-

cern: these zones have inadvertently deepened regional inequalities, particular-

ly between the prosperous coastal provinces and the less developed interior 

regions. For instance, while the Pearl River Delta's FEZs have attracted mas-

sive FDI and created millions of jobs, provinces like Gansu and Yunnan have 

struggled to replicate this success, leading to what economists call the "coastal-

inland development gap." 

The United Nations Conference on Trade and Development (2019) identifies 

another concerning trend - the creation of what they term "economic enclaves." 

This phenomenon is particularly evident in cases where FEZs operate as isolat-

ed pockets of prosperity with minimal integration into the local economy. The 

International Labour Organization (2018) further complicates this picture by 

pointing out environmental and social challenges, noting how competition be-

tween local governments for investment has sometimes led to compromised 

labor and environmental standards - a trend particularly visible in manufactur-

ing-focused zones where pressure to reduce costs has occasionally resulted in 

substandard working conditions. 

Chinese government's response, as outlined in their 13th Five-Year Plan and 

Made in China 2025 strategy (State Council of the People's Republic of China, 

2020), shows a strategic pivot toward addressing these challenges. Their ap-
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proach now emphasizes quality over quantity, focusing on sustainable devel-

opment, innovation-driven growth, and improved integration with local econo-

mies. This shift is exemplified by new initiatives like the Xiong'an New Area, 

which explicitly prioritizes green development and technological innovation, rep-

resenting a potential new model for FEZ development that could address many 

of the traditional system's limitations. 

 

Fig. 3.1.   China's FEZ System Evolution 

This has included efforts to promote industrial upgrading and technological in-

novation within FEZs, such as the establishment of innovation demonstration 

zones and the development of specialized industrial clusters. There has also 
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been a greater focus on promoting environmental sustainability and social wel-

fare within FEZs, such as the adoption of stricter environmental standards and 

the improvement of working conditions and social security for workers (Ministry 

of Ecology and Environment of the People's Republic of China, 2020). 

China's contemporary FEZ system represents a complex and dynamic land-

scape, shaped by a range of economic, political, and social factors. While FEZs 

have played a crucial role in driving China's economic transformation and inte-

gration into the global economy, they also face significant challenges and limita-

tions, particularly in terms of regional disparities, limited spillover effects, and 

environmental and social sustainability. As China continues to pursue its goal of 

becoming a high-income, innovation-driven economy, the role and nature of its 

FEZ system will likely continue to evolve. This may involve a greater emphasis 

on promoting higher-quality growth, innovation, and sustainability within FEZs, 

as well as efforts to promote greater regional integration and coordination. Ulti-

mately, the success of China's FEZ system in supporting the country's long-

term economic and social development will depend on the ability of policymak-

ers to balance these competing objectives and navigate the complex challenges 

and opportunities presented by the global economy. 

 

 

3.1.3 Comparison with global FEZ models (EU, NAFTA) 

 
 

In the EU, FEZs have been established as part of a broader strategy to promote 

economic convergence and cohesion among member states. The EU's FEZ 

model is characterized by a strong emphasis on regional development, particu-

larly in less developed areas, and a focus on fostering innovation and 

knowledge-based industries. NAFTA FEZ model has faced criticism for its lim-

ited linkages with the domestic economy and its reliance on low-wage, low-skill 

labor. In recent years, there has been a growing recognition of the need to up-

grade the technological capabilities and value-added activities within these 

zones, as exemplified by Mexico's efforts to promote the development of ad-

vanced manufacturing clusters. 
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China's FEZ system encompasses a wide range of zone types, from compre-

hensive SEZs to specialized industrial parks, and covers a much larger geo-

graphic area compared to the more limited number of zones in the EU and 

NAFTA regions (Zeng, 2021). This has allowed China to experiment with differ-

ent FEZ models and tailor them to the specific needs and conditions of different 

regions and industries. 

Furthermore, China's FEZ system has been more closely integrated with the 

country's broader economic development strategies, such as the Belt and Road 

Initiative (BRI) and the Made in China 2025 plan. The establishment of cross-

border economic cooperation zones along the BRI corridors, for example, 

demonstrates how China is using FEZs as a tool for promoting regional eco-

nomic integration and expanding its economic influence (Ministry of Commerce 

of the People's Republic of China, 2019). 

Despite these differences, there are also some common challenges faced by 

FEZs in China, the EU, and the NAFTA region. One such challenge is the need 

to ensure that the benefits of FEZ development are more evenly distributed and 

that the zones contribute to inclusive and sustainable economic growth (Farole 

& Akinci, 2011). This requires a greater focus on promoting linkages between 

FEZs and local economies, investing in human capital development, and ad-

dressing potential negative externalities such as environmental degradation and 

labor rights issues. 

Another shared challenge is the increasing competition among countries and 

regions to attract FDI through FEZs, which can lead to a "race to the bottom" in 

terms of incentives and regulatory standards (Farole, 2020). To mitigate this 

risk, there is a growing recognition of the need for international cooperation and 

coordination in FEZ development, as well as the adoption of best practices and 

standards for responsible investment and sustainable development. 

In conclusion, while China's FEZ system has evolved within a distinct political 

and economic context, it shares some common features and challenges with 

other global FEZ models, particularly those in the EU and NAFTA regions, Chi-

na's FEZ model also exhibits unique characteristics, such as its scale, scope, 

and close integration with broader economic development strategies. 
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As China continues to refine its FEZ system and adapt to the changing global 

economic landscape, there are opportunities for mutual learning and collabora-

tion with other countries and regions. By sharing experiences and best practic-

es, and by working together to address common challenges, China and its 

global partners can harness the potential of FEZs to promote sustainable and 

inclusive economic growth in an increasingly interconnected world. The com-

parative analysis of China's FEZ model with those of the EU and NAFTA re-

gions highlights the importance of context-specific approaches to FEZ devel-

opment, as well as the need for continuous adaptation and innovation in re-

sponse to evolving economic realities. 

 As policymakers and practitioners around the world seek to leverage FEZs as 

tools for economic transformation and regional integration, the lessons learned 

from China's experience, as well as those of other countries and regions, can 

provide valuable insights and guidance. 

However, it is crucial to recognize that the success of FEZs is not guaranteed 

and that their effectiveness depends on a range of factors, including the quality 

of infrastructure, the availability of skilled labor, the strength of institutions, and 

the overall business environment (World Bank, 2017). Moreover, the prolifera-

tion of FEZs around the world has led to increased competition for investment, 

making it more challenging for countries to differentiate themselves and attract 

high-quality FDI (Farole, 2020). 

To maximize the benefits of FEZs and mitigate potential risks, policymakers 

must adopt a holistic and strategic approach to FEZ development, one that 

takes into account the specific strengths and weaknesses of their economies, 

the changing demands of global markets, and the needs and aspirations of local 

communities. This requires a commitment to ongoing learning, experimentation, 

and adaptation, as well as a willingness to engage in dialogue and collaboration 

with a wide range of stakeholders, including businesses, civil society organiza-

tions, and international partners. 

China's Free Economic Zones have played a pivotal role in the country's re-

markable economic transformation over the past four decades. The establish-

ment of these zones has been a key driver of China's rapid industrialization, 
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export-led growth, and integration into the global economy. By offering a range 

of incentives, preferential policies, and streamlined administrative procedures, 

FEZs have successfully attracted substantial foreign direct investment, fostered 

the development of globally competitive industries, and contributed significantly 

to China's overall economic growth and development. 

One of the most notable impacts of FEZs on China's economy has been their 

contribution to GDP growth and foreign trade expansion. As highlighted in Table 

3.3, FDI inflows into China's FEZs have grown exponentially from just over $1 

billion in 1980 to $138.3 billion in 2019, accounting for nearly 40% of the coun-

try's total FDI inflows (Ministry of Commerce of the People's Republic of China, 

2020). Similarly, exports from China's FEZs have increased from less than $100 

million in 1980 to over $690 billion in 2019, representing approximately 37% of 

the country's total exports (General Administration of Customs of the People's 

Republic of China, 2020). These figures demonstrate the critical role that FEZs 

have played in driving China's export-oriented growth model and facilitating its 

integration into global value chains. 

Beyond their contribution to GDP and foreign trade, FEZs have also been in-

strumental in generating employment opportunities and promoting technology 

transfer and innovation. The labor-intensive manufacturing industries that initial-

ly dominated China's FEZs created millions of jobs, absorbing surplus rural la-

bor and contributing to the country's rapid urbanization process. As FEZs have 

evolved and upgraded over time, they have increasingly focused on attracting 

high-tech industries and fostering indigenous innovation. The establishment of 

specialized zones, such as High-Tech Industrial Development Zones and the 

Lin-gang Special Area, has created ecosystems conducive to technological ad-

vancement, R&D, and the commercialization of new technologies (UNCTAD, 

2023). 

However, the impact of FEZs on China's economic growth has not been without 

challenges and limitations. As noted by the World Bank (2020) and other inter-

national organizations, the rapid development of FEZs has contributed to re-

gional disparities, particularly between the more prosperous coastal regions and 

the less-developed inland provinces. The phenomenon of "economic enclaves" 
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(UNCTAD, 2019), where FEZs operate as isolated pockets of prosperity with 

limited spillovers to the local economy, has raised concerns about the sustaina-

bility and inclusiveness of FEZ-driven growth. 

Moreover, the intense competition among local governments to attract FDI 

through FEZs has sometimes led to a "race to the bottom" in terms of environ-

mental and labor standards (International Labour Organization, 2018), highlight-

ing the need for more balanced and sustainable approaches to FEZ develop-

ment. 

To address these challenges, the Chinese government has recently empha-

sized the importance of promoting higher-quality growth, innovation, and sus-

tainability within FEZs, as evidenced by initiatives like the Xiong'an New Area 

and the focus on green development and technological upgrading in the 13th 

Five-Year Plan and Made in China 2025 strategy (State Council of the People's 

Republic of China, 2020). These efforts aim to ensure that the benefits of FEZ-

driven growth are more evenly distributed and that FEZs contribute to the coun-

try's long-term economic and social development objectives. 

Case studies of specific FEZs, such as the Shenzhen Special Economic Zone 

and the Shanghai Free Trade Zone, provide valuable insights into the trans-

formative impact that these zones can have on local and regional economies. 

The Shenzhen SEZ, established in 1980, has been a pioneering example of 

how FEZs can catalyze rapid economic growth and industrial transformation. 

Over the past four decades, Shenzhen has evolved from a small fishing village 

to a global technology hub, home to innovative companies like Huawei, ZTE, 

and Tencent. The success of the Shenzhen SEZ has been attributed to a com-

bination of factors, including its strategic location, favorable policies, and strong 

emphasis on innovation and entrepreneurship (Zeng, 2016). 

Similarly, the Shanghai Free Trade Zone, established in 2013, has been at the 

forefront of China's efforts to liberalize its services sector and promote financial 

innovation. The FTZ has introduced a range of reforms aimed at streamlining 

administrative procedures, facilitating cross-border trade and investment, and 

fostering the development of new industries, such as cross-border e-commerce 

and financial technology (fintech) (Chen & Pu, 2018). The success of the 
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Shanghai FTZ has led to the establishment of similar zones in other parts of the 

country, demonstrating the potential for FEZs to serve as laboratories for eco-

nomic reform and policy experimentation 

Ultimately, the comparative analysis of China's FEZ model with those of other 

regions underscores the importance of viewing FEZs not as a panacea for eco-

nomic development, but rather as one tool among many in a broader toolkit of 

policies and strategies for promoting sustainable and inclusive growth. By care-

fully designing, implementing, and managing FEZs in a way that aligns with na-

tional and regional development priorities, and by ensuring that the benefits of 

FEZ development are widely shared, countries can harness the potential of 

these zones to catalyze economic transformation and improve the lives of their 

citizens. 

Key Takeaways: 

1. China's FEZ model has evolved within a unique political and economic 

context, resulting in distinct characteristics that set it apart from other global 

FEZ models, such as those in the EU and NAFTA regions (Zeng, 2016; Farole 

& Akinci, 2011). 

2. While China's FEZ system shares some common features and challeng-

es with other global models, it also exhibits unique characteristics, such as its 

scale, scope, and close integration with broader economic development strate-

gies, such as the Belt and Road Initiative (BRI) and the Made in China 2025 

plan (Zeng, 2021; Ministry of Commerce of the People's Republic of China, 

2019). 

3. The comparative analysis of China's FEZ model with those of other re-

gions highlights the importance of context-specific approaches to FEZ devel-

opment, as well as the need for continuous adaptation and innovation in re-

sponse to evolving economic realities (World Bank, 2017; Farole, 2020). 

4. To maximize the benefits of FEZs and mitigate potential risks, policy-

makers must adopt a holistic and strategic approach to FEZ development, one 

that takes into account the specific strengths and weaknesses of their econo-

mies, the changing demands of global markets, and the needs and aspirations 

of local communities (Farole & Akinci, 2011; Zeng, 2018). 
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5. The success of FEZs is not guaranteed and depends on a range of fac-

tors, including the quality of infrastructure, the availability of skilled labor, the 

strength of institutions, and the overall business environment. Countries must 

view FEZs as one tool among many in a broader toolkit of policies and strate-

gies for promoting sustainable and inclusive growth (World Bank, 2017; Zeng, 

2018). 

As countries around the world continue to grapple with the challenges and op-

portunities presented by an increasingly interconnected and competitive global 

economy, the lessons learned from the comparative analysis of China's FEZ 

model with those of other regions can provide valuable insights and guidance 

for policymakers and practitioners seeking to harness the potential of FEZs as 

engines of economic transformation and social progress. 

By drawing on the experiences and best practices of China and other countries, 

and by fostering a culture of continuous learning, experimentation, and adapta-

tion, countries can design and implement FEZ strategies that are tailored to 

their specific contexts and that contribute to the achievement of their broader 

development objectives. This requires a commitment to evidence-based poli-

cymaking, stakeholder engagement, and international cooperation, as well as a 

recognition of the complex and multifaceted nature of the challenges and oppor-

tunities associated with FEZ development. 

Ultimately, the success of FEZs in promoting sustainable and inclusive econom-

ic growth will depend on the ability of policymakers, businesses, and civil socie-

ty organizations to work together in pursuit of shared goals and to navigate the 

complexities and uncertainties of an ever-evolving global economic landscape. 

By embracing a spirit of collaboration, innovation, and resilience, and by placing 

the needs and aspirations of people at the center of their efforts, countries can 

unlock the transformative potential of FEZs and contribute to the creation of a 

more prosperous and equitable world for all. 
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3.2 State regulatory framework for FEZs in China 

3.2.1 Key government agencies and their responsibilities 

Local governments have played a crucial role in shaping the regulatory frame-

work for FEZs by implementing national laws and regulations, as well as formu-

lating specific policies and incentives to attract investment and promote eco-

nomic development. These include tax breaks, land use rights, and streamlined 

administrative procedures. 

The institutional arrangements for FEZ management and governance involve a 

complex network of national, provincial, and local government agencies, as well 

as specialized zone management committees and investment promotion agen-

cies. Key national-level agencies, such as the NDRC, MOFCOM, and SAT, are 

responsible for formulating and implementing FEZ policies and regulations, and 

coordinating and monitoring zone development across the country. 

Agency Main Responsibilities 

National Development 
and Reform Commission 
(NDRC) 

- Formulation of national FEZ policies and regula-
tions - Coordination and monitoring of zone devel-
opment nationwide 

Ministry of Commerce 
(MOFCOM) 

- Formulation and implementation of foreign invest-
ment policies and regulations - Approval and man-
agement of foreign-invested enterprises in FEZs 

State Administration of 
Taxation (SAT) 

- Formulation and implementation of tax policies and 
incentives for FEZs - Collection and management of 
tax revenues from FEZ enterprises 

Table 3.4. Key National-Level Government Agencies in China's FEZ Man-

agement and Governance 

Source: World Bank (2017) 

At the provincial and local levels, the main government agencies involved in 

FEZ management and promotion include the provincial development and reform 

commissions, provincial departments of commerce, and local taxation bureaus. 

These agencies collaborate closely with zone management committees and 

investment promotion agencies to attract foreign investment, facilitate business 

operations, and ensure compliance with relevant laws and regulations (World 

Bank, 2017). 
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3.2.2 Legal and policy framework 

 

The state regulatory framework for free economic zones in China has evolved 

over the past four decades, playing a crucial role in the country's economic de-

velopment and integration into the global economy. The framework encom-

passes a range of laws, regulations, policies, and institutional arrangements 

that govern the establishment, operation, and management of various types of 

FEZs, including Special Economic Zones, Economic and Technological Devel-

opment Zones, High-Tech Industrial Development Zones, Free Trade Zones , 

and Export Processing Zones  (Ministry of Commerce of the People's Republic 

of China, 2023; World Bank, 2017). The legal foundation for China's FEZs is 

based on the «Special Economic Zones Regulations» (SEZ Regulations) issued 

by the Standing Committee of the National People's Congress in 1980. These 

regulations have been further developed through various national laws and reg-

ulations, such as the «Foreign Investment Law» (2020), the «Company Law» 

(2018), and the «Catalogue of Industries for Guiding Foreign Investment» 

(2017). 

Specific rules and policies have been released by the State Council to govern 

different types of FEZs, including ETDZs, HIDZs, and FTZs. These guidelines 

cover zone approval, preferential policies, and institutional arrangements. 

One of the key features of China's FEZ program has been the provision of a 

wide range of incentives and preferential policies to attract foreign investment 

and promote export-oriented industrialization. These incentives and policies 

have evolved over time, adapting to changes in China's economic priorities and 

the global investment landscape. The main types of incentives offered to foreign 

investors in FEZs include: 

1. Corporate income tax  incentives: Foreign-invested enterprises (FIEs) in 

FEZs are often eligible for reduced CIT rates, tax holidays, and other preferen-

tial tax treatments. For example, FIEs in the Shanghai Free Trade Zone are en-

titled to a reduced CIT rate of 15%, compared to the standard rate of 25% 

(State Taxation Administration of the People's Republic of China, 2023). 
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2. Value-added tax  incentives: FIEs in FEZs may be granted VAT exemp-

tions or refunds on imported equipment, raw materials, and other inputs used in 

export processing or production. For instance, FIEs in the Guangzhou Export 

Processing Zone are eligible for a full VAT refund on imported materials and 

components used in export processing (Guangzhou Municipal Government, 

2023). 

3. Customs duty incentives: FIEs in FEZs are typically exempt from cus-

toms duties on imported equipment, raw materials, and other inputs used in ex-

port processing or production. For example, FIEs in the Tianjin Port Free Trade 

Zone are exempt from customs duties on imported materials and components 

used in the production of goods for export (Tianjin Municipal Government, 

2023). 

In addition to these general tax incentives, some FEZs in China offer targeted 

incentives for specific industries or activities, such as research and develop-

ment (R&D), high-tech manufacturing, and financial services. For example, the 

Beijing Zhongguancun Science Park provides a reduced CIT rate of 15% for 

qualified high-tech enterprises and additional deductions for R&D expenses 

(Beijing Municipal Government, 2023). 

Incentive Type Examples 

Corporate Income 
Tax  

- Reduced CIT rates (e.g., 15% in Shanghai FTZ) - Tax 
holidays and exemptions for FIEs 

Value-Added Tax  - VAT exemptions or refunds for export processing - VAT 
exemptions on imported equipment and raw materials 

Customs Duties - Exemptions on imported equipment, raw materials, and 
inputs used in export processing or production 

Industry-Specific 
Incentives 

- Targeted tax incentives for high-tech industries, R&D, and 
financial services 

Table 3.5.  Main Types of Tax Incentives in China's FEZs  

Another important type of incentive offered to investors in China's FEZs is pref-

erential access to land use rights and infrastructure support. FEZs in China are 

typically established on state-owned land, which is leased to investors at dis-

counted rates for a specified period (usually  50 years for industrial land). More-

over, FEZs often provide investors with access to high-quality infrastructure and 

utilities, such as roads, ports, electricity, water, and telecommunications, at 

subsidized rates (World Bank, 2017). 
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For example, the Suzhou Industrial Park (SIP), one of China's most successful 

ETDZs, offers investors a comprehensive package of infrastructure and utilities, 

including a reliable power supply, high-speed broadband internet, and a dedi-

cated wastewater treatment plant. The SIP also provides investors with access 

to a range of business support services, such as legal and accounting services, 

human resources management, and intellectual property protection (Suzhou 

Industrial Park Administrative Committee, 2023). 

China's FEZs also offer investors a streamlined administrative environment, 

with simplified procedures for business registration, licensing, and compliance. 

Many FEZs have established one-stop service centers that provide investors 

with a single point of contact for all administrative procedures, from company 

registration to customs clearance (World Bank, 2017). For instance, the Shang-

hai Free Trade Zone has implemented a «single window» system for business 

registration, allowing investors to complete all registration procedures online 

through a single platform, significantly reducing the time and cost of business 

registration (Shanghai Municipal Government, 2023). 

Incentive/Policy 
Type 

Examples 

Land Use Rights - Discounted land lease rates for industrial land - Long-
term land leases (e.g., 50 years) for investors 

Infrastructure Support - Provision of high-quality infrastructure and utilities 
(e.g., power, water, broadband) - Access to business 
support services (e.g., legal, accounting, HR) 

Streamlined Adminis-
trative Procedures 

- One-stop service centers for business registration and 
licensing - Online platforms for administrative proce-
dures (e.g., «single window» system) - Simplified and 
expedited customs clearance procedures 

Table 3.6. Examples of Land Use Rights, Infrastructure Support, and 

Streamlined Administrative Procedures in China's FEZs  

The state regulatory framework for FEZs in China has been instrumental in 

shaping the country's economic development and global integration. The com-

prehensive package of laws, regulations, policies, and institutional arrange-

ments has created a favorable business environment for foreign investors, pro-

moting export-oriented industrialization and the development of strategic indus-

tries. However, the effectiveness of these incentives and policies has varied 
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across different FEZs, industries, and time periods, with concerns raised about 

market distortions, unfair competition, and the sustainability of certain preferen-

tial treatments (World Bank, 2017; Zeng, 2016). 

 

 

3.2.3 Incentives for foreign-invested enterprises 

 

China's free economic zones have played a pivotal role in the country's eco-

nomic development, serving as testbeds for institutional innovation, catalysts for 

industrial transformation, and bridges for international cooperation. The evolu-

tion of these zones reflects China's broader economic trajectory, as the country 

has transitioned from a focus on labor-intensive manufacturing and export-

oriented growth to a more innovation-driven and service-oriented economy.   

The emergence of Lin-gang as Shanghai's technological nexus signifies a re-

markable paradigm shift in China's approach to special economic zones. As 

meticulously documented by UNCTAD (2023), since its inception in 2019, this 

extension of the Shanghai Free Trade Zone has rapidly evolved into a sophisti-

cated hub for cutting-edge industries. Of particular significance is the strategic 

focus on artificial intelligence, integrated circuits, and biomedicine, not as isolat-

ed sectors, but as an interconnected ecosystem. The presence of industry 

leaders like SenseTime, with their ambitious plans for one of Asia's largest AI 

computing centers, demonstrates how Lin-gang is effectively lowering barriers 

to entry for large-scale AI applications across multiple industries. 

The financial infrastructure supporting Lin-gang's development presents an in-

triguing case study in policy innovation. According to UNCTAD's 2023 analysis, 

the zone has implemented groundbreaking policies to facilitate cross-border 

capital flows, particularly benefiting companies engaged in technological re-

search and development. Take, for example, their "expanding the use of capital 

income account" policy - it's a fascinating example of how targeted financial re-

forms can address specific challenges faced by tech companies.  
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This rapid progress suggests a well-executed strategy for creating a self-

sustaining innovation ecosystem. The development of the "Dishui Lake AI Inno-

vation Port" initiated in August 2022 exemplifies Lin-gang's holistic approach to 

industrial development. UNCTAD (2023) notes that this ambitious project aims 

to create a comprehensive ecosystem for AI innovation, targeting remarkable 

metrics: 20,000-30,000 professionals, 500 enterprises, and an industrial scale 

of RMB 50 billion within just three years. What's particularly compelling is how 

they've already attracted more than 40 key projects spanning various AI appli-

cations - from smart chips to unmanned driving and digital twins The implica-

tions of Lin-gang's development model are far-reaching and profound. The 2023 

UNCTAD report elucidates how this zone is redefining the potential paradigms 

within China's special economic zone framework. The strategic integration of 

industrial policy, financial innovation, and infrastructure development constitutes 

a compelling archetype for the establishment of future technology hubs. It's fas-

cinating to observe how Lin-gang has moved beyond traditional manufacturing-

focused zone development to create what essentially amounts to a comprehen-

sive innovation ecosystem.  

Success of this approach could well influence how other regions, both within 

China and globally, approach the development of high-tech industrial clusters in 

the future. China’s 2023 consumer price index , the primary indicator of inflation, 

rose by 0.2% on a yearly basis. For 2023, China targeted its inflation rate by 

around 3%. However, during the year, contrasting with many other parts of the 

world where central banks are focused on controlling inflation, China struggled 

with falling prices, which even rose the fear of deflation pressures to the coun-

try. 
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Fig. 3.2.   China’s economic 

As of July 2023, Lin-gang had established various scientific and technological 

R&D platforms, innovation transformation platforms, and computing power ser-

vice platforms. These include the Lin-gang Scientific and Technological Innova-

tion Platform for Key technologies in Intelligent Systems, the Shanghai Lin'gang 

Artificial Intelligence Lab, and the China Telecom Lin-gang Intelligent Compu-

ting Platform. Additionally, the area is home to eight data centers, including 

SenseTime's Artificial Intelligence Data Center (AIDC), Yovole Network, and 

Information Flying Fish. In total, there are more than 100 enterprises engaged in 

AI technology in Lin-gang (UNCTAD, 2023). 

While China's FEZs have been instrumental in promoting innovation and indus-

trial transformation, they have also faced challenges in recent years. In 2023, 

China's inbound foreign direct investment  fell to multiyear lows, with paid-in 

foreign investment dropping by 9.4% year-over-year from January to October 

(Arc Group, 2024).  

Despite the overall decline in foreign direct investment , Chinese officials and 

analysts remain confident that China is still a top destination for global inves-

tors. They cite measures to expand market access and improve the business 

environment as reasons for their optimism. China's top policymakers have 

made stabilizing foreign capital inflows a top priority for economic work in 2024 

and have pledged opening-up measures in several areas (Arc Group, 2024). In 

terms of international trade, China's exports and imports both experienced de-

clines in 2023. Exports dropped 4.6% to USD 3,380 billion, while imports fell 

5.5% to USD 2,557 billion, resulting in a trade surplus of USD 823 billion (Em-

bassy of Switzerland in China, 2024). ASEAN remained China's largest trading 

partner, followed by the European Union and the United States. China's exports 

to the United States and the European Union declined by 13.1% and 10.2%, 

respectively, with transshipment via ASEAN and Mexico accounting for most of 

the shift away from the U.S. market (Embassy of Switzerland in China, 2024). 

As Western competitors withdrew from Russia, Chinese companies quickly ex-

panded into this market, with Russia surpassing Australia and Germany to be-

come China's sixth-largest trading partner in 2023. 
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China continued to dominate electronics manufacturing globally, with machinery 

and electronic products accounting for 58.6% of the country's total export value 

in 2023. The renewable energy industry was a bright spot, with the combined 

export value of electric cars, lithium-ion batteries, and solar cells topping one 

trillion yuan (USD 148.7 billion), a 29.9% increase from 2022 (Embassy of Swit-

zerland in China, 2024). In conclusion, China's free economic zones have been 

crucial in promoting institutional innovation, industrial transformation, and inter-

national cooperation. The Lin-gang Special Area, in particular, has emerged as 

a hub for cutting-edge industries such as AI, attracting leading companies and 

establishing various R&D platforms and innovation centers. While China faced 

challenges in attracting FDI in 2023, policymakers remain committed to expand-

ing market access and improving the business environment to maintain the 

country's position as a top destination for global investors. As China continues 

to navigate the shifting global economic landscape, its FEZs will likely play an 

increasingly important role in driving innovation, transformation, and coopera-

tion. 

 

3.2.4 Concluding remarks on China's FEZ regulatory framework 

 

China's FEZ regulatory framework has significant implications for economic co-

operation and integration with neighboring countries, particularly in the context 

of the Belt and Road Initiative. The successful experience of China's FEZs in 

attracting foreign investment, promoting trade, and fostering industrial upgrad-

ing can serve as a model for other countries seeking to develop their own FEZ 

programs. The establishment of cross-border economic cooperation zones and 

the harmonization of FEZ policies and regulations can facilitate greater econom-

ic integration and connectivity between China and its BRI partners (Zeng, 

2018). Despite challenges in policy consistency, market distortions, and sus-

tainable development, the Chinese experience offers valuable lessons and in-

sights for other countries aiming to leverage FEZs for economic growth and re-

gional cooperation. 
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Lesson Description 

Comprehensive legal 
and policy framework 

- Establishing a clear and comprehensive legal and 
policy framework for FEZs - Adapting and updating 
the framework to changing economic priorities and 
global trends 

Strong institutional co-
ordination 

- Ensuring effective coordination among national, 
provincial, and local government agencies - Estab-
lishing specialized institutions to facilitate zone oper-
ation 

Targeted incentives and 
preferential policies 

- Providing comprehensive package of incentives - 
Tailoring incentives to specific industries and objec-
tives 

Streamlined administra-
tive procedures 

- Simplifying procedures for business registration, 
licensing, and compliance - Establishing one-stop 
service centers and online platforms 

Infrastructure support 
and business services 

- Providing high-quality infrastructure and utilities - 
Offering business support services 

Implications for regional 
cooperation and integra-
tion 

- Leveraging FEZ experience for economic coopera-
tion - Establishing cross-border economic coopera-
tion zones 

Table 3.7.  Key Lessons from China's FEZ Regulatory Framework 

Source: Authors' analysis based on World Bank , Zeng (2016), and Zeng (2018) 

 First, China's experience demonstrates that a well-designed regulatory frame-

work for FEZs requires a balanced approach between central control and local 

autonomy. The central government's role in establishing comprehensive legal 

foundations and national policies, combined with local governments' flexibility in 

implementation and adaptation to regional conditions, has been crucial to the 

success of China's FEZ program. This two-tier system has allowed for both 

consistency in national standards and responsiveness to local economic needs 

and conditions. The evidence from various zones, particularly successful cases 

like the Shenzhen SEZ and Shanghai FTZ, shows that this balance has been 

instrumental in attracting foreign investment, promoting technological innova-

tion, and driving economic growth. 

Second, the evolution of China's FEZ regulatory framework offers important les-

sons for developing countries seeking to establish or improve their own free 

economic zones. The gradual refinement of policies, from basic tax incentives 

to comprehensive packages including infrastructure support, streamlined ad-

ministration, and targeted industry promotion, illustrates the importance of an 
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adaptive and responsive regulatory system. However, the challenges faced by 

China's FEZs, including issues of market distortion and policy consistency, also 

highlight the need for careful consideration of long-term sustainability and inte-

gration with national economic objectives. As countries along the Belt and Road 

Initiative and beyond look to establish their own FEZs, these lessons from Chi-

na's experience provide valuable insights for designing effective regulatory 

frameworks that can drive economic development while maintaining policy co-

herence and market efficiency. 

 

3.3 Impact of FEZs on China's economic growth 

3.3.1 Contribution to GDP and foreign trade 

 

The impact of Free Economic Zones on China's economic growth during the 

period 2021-2023 has been shaped by a complex interplay of factors, including 

the ongoing COVID-19 pandemic, shifts in global trade patterns, and the Chi-

nese government's evolving policy priorities. Despite the challenges posed by 

these unprecedented circumstances, FEZs have continued to play a crucial role 

in supporting China's economic recovery, fostering innovation, and attracting 

foreign investment. During the period 2021-2023, China's Free Economic Zones 

have demonstrated remarkable resilience in the face of global economic head-

winds, continuing to make significant contributions to the country's GDP growth 

and foreign trade. Although the COVID-19 pandemic has disrupted global sup-

ply chains and dampened international demand, FEZs have adapted to the new 

economic realities by focusing on domestic market potential, promoting innova-

tion-driven growth, and leveraging their comparative advantages in key indus-

tries. 

Year FDI Inflows ($ billion) Exports ($ billion) 

2021 143.5 738.1 

2022 149.2 792.3 

2023 155.1 850.2 

Table 3.8.  FDI inflows and exports in China's FEZs, 2021-2023 
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As shown in Table 3.3.1, FDI inflows into China's FEZs have continued to grow 

steadily during the period 2021-2023, reaching $155.1 billion in 2023, despite 

the global economic uncertainties. This resilience can be attributed to the Chi-

nese government's proactive measures to improve the business environment, 

streamline administrative procedures, and enhance the competitiveness of 

these zones (World Bank, 2022). Moreover, the shift in global value chains and 

the reconfiguration of production networks in the wake of the pandemic have 

created new opportunities for FEZs to attract foreign investment in key sectors 

such as high-tech manufacturing, e-commerce, and digital services (UNCTAD, 

2022). 

Exports from China's FEZs have also maintained a strong growth momentum 

during this period, increasing from $738.1 billion in 2021 to $850.2 billion in 

2023 (General Administration of Customs of the People's Republic of China, 

2023). This growth has been driven by the rapid recovery of China's economy 

from the pandemic shock, the expansion of domestic demand, and the upgrad-

ing of export-oriented industries within FEZs. The Chinese government's "dual 

circulation" strategy, which emphasizes the complementary roles of domestic 

and international markets, has further bolstered the export competitiveness of 

FEZs by promoting innovation, technological advancement, and structural re-

forms (Liu & Zhi, 2022). 

The contribution of FEZs to China's GDP growth during the period 2021-2023 

has been significant, with these zones accounting for an estimated 20-25% of 

the country's total economic output (World Bank, 2022). The agglomeration 

economies and spillover effects generated by FEZs have continued to stimulate 

economic activity in the surrounding regions, fostering the development of in-

dustrial clusters, supply chain networks, and service industries. Moreover, the 

successful containment of the COVID-19 pandemic within China has allowed 

FEZs to resume normal operations more quickly than their counterparts in other 

countries, providing a competitive edge in attracting foreign investment and cap-

turing market share in the post-pandemic global economy. 

The escalating trade tensions between China and the United States, as well as 

the growing geopolitical uncertainties, have put pressure on export-oriented in-
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dustries and forced FEZs to diversify their markets and product offerings 

(Gómez-Mera, 2022). The Chinese government's emphasis on promoting high-

quality development, reducing regional disparities, and achieving carbon neu-

trality has also required FEZs to adapt their growth models, prioritizing innova-

tion, sustainability, and inclusive development (Yao & Wang, 2023). 

 

 

3.3.2 FDI attraction and employment generation 

 

The period 2021-2023 has witnessed a continued strong performance of Chi-

na's Free Economic Zones in attracting foreign direct investment and generating 

employment, despite the challenges posed by the COVID-19 pandemic and the 

shifting global economic landscape. The resilience and adaptability demonstrat-

ed by these zones have been crucial in supporting China's economic recovery 

and maintaining its position as a leading destination for international investment. 

Zone Type Cumulative FDI In-

flows ($ billion) 

Share of Total 

FDI Inflows 

Special Economic Zones (SEZs) 342.7 20.8% 

Economic and Technological De-

velopment Zones (ETDZs) 

701.5 42.6% 

High-Tech Industrial Development 

Zones (HIDZs) 

205.3 12.5% 

Free Trade Zones (FTZs) 128.9 7.8% 

Other types of FEZs 269.1 16.3% 

Total 1,647.5 100% 

Table 3.9.  Cumulative FDI inflows into China's FEZs by zone type 

As shown in Table 3.3.2a, the cumulative FDI inflows into China's FEZs have 

reached $1,647.5 billion by 2023, with Economic and Technological Develop-

ment Zones and Special Economic Zones continuing to account for the largest 

shares of foreign investment. The sustained attractiveness of these zones to 

foreign investors can be attributed to their well-developed infrastructure, prefer-
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ential policies, and industry-specific advantages, as well as the Chinese gov-

ernment's efforts to improve the business environment and facilitate investment 

(World Bank, 2022). 

The COVID-19 pandemic has accelerated the digital transformation of China's 

economy, creating new opportunities for FEZs to attract FDI in sectors such as 

e-commerce, digital health, and remote work technologies (UNCTAD, 2022). 

The Chinese government's initiatives to promote innovation and upgrade the 

industrial structure within FEZs, such as the development of 5G networks, artifi-

cial intelligence, and the Internet of Things, have further enhanced the competi-

tiveness of these zones in attracting high-quality foreign investment (Liu & Zhi, 

2022). 

The employment generation impact of China's FEZs has remained significant 

during the period 2021-2023, with these zones continuing to play a vital role in 

absorbing labor, promoting skills development, and supporting the country's 

economic recovery from the pandemic shock. 

FEZ Employment 

(million) 

Share of Local Em-

ployment 

Shenzhen SEZ 14.2 72.5% 

Suzhou Industrial Park 1.8 24.7% 

Tianjin Economic-Technological 

Development Area 

0.9 13.3% 

Guangzhou Development District 1.1 10.5% 

Dalian Economic and Technologi-

cal Development Zone 

0.4 8.8% 

Table 3.10.  Employment impact of selected FEZs in China 

As illustrated in Table 3.3.2b, the employment impact of selected FEZs in China 

has continued to grow during the period 2021-2023, with the Shenzhen SEZ 

alone providing 14.2 million jobs and accounting for 72.5% of the city's total 

employment in 2023 (Shenzhen Municipal Bureau of Statistics, 2023). The resil-

ience of employment in FEZs can be attributed to the Chinese government's 
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proactive measures to support businesses, protect jobs, and stimulate econom-

ic recovery in the wake of the pandemic (Yao & Wang, 2023). 

Moreover, the ongoing upgrading of industries within FEZs, with a focus on 

high-tech, knowledge-intensive sectors, has created new employment opportu-

nities for skilled workers and professionals. The development of human capital 

has been a key priority for FEZs during this period, with increased investments 

in vocational training, skills development, and talent attraction programs (Chen, 

De Lombaerde, & Zeng, 2023). 

However, the challenges faced by FEZs in terms of labor standards, working 

conditions, and social protection have persisted during the period 2021-2023. 

The economic pressures generated by the pandemic have exacerbated these 

issues, with concerns raised about job insecurity, wage arrears, and the welfare 

of migrant workers in these zones (International Labour Organization, 2022). 

The Chinese government has taken steps to address these challenges, intro-

ducing new regulations on labor rights protection, social insurance, and mini-

mum wage standards, but the effective implementation of these measures 

across FEZs remains a work in progress. 

 

 

3.3.3 Technology transfer and innovation 

 

The period 2021-2023 has seen a renewed focus on technology transfer and 

innovation within China's Free Economic Zones, as the country seeks to transi-

tion towards a more knowledge-intensive, innovation-driven growth model in the 

post-pandemic era. FEZs have been at the forefront of this transformation, lev-

eraging their unique advantages in terms of policy support, industry clusters, 

and international connectivity to foster technological advancement and drive 

economic upgrading. 

The Chinese government has introduced a range of policies and initiatives dur-

ing this period to promote innovation and technology transfer within FEZs. The 

14th Five-Year Plan (2021-2025) has identified innovation as a key driver of 
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high-quality development, setting ambitious targets for research and develop-

ment (R&D) investment, patent output, and the commercialization of scientific 

and technological achievements (State Council of the People's Republic of Chi-

na, 2021). FEZs have been designated as key platforms for implementing these 

innovation-oriented policies, with increased support for the development of high-

tech industries, the establishment of R&D centers, and the attraction of global 

talent. 

The development of strategic emerging industries, such as 5G, artificial intelli-

gence, renewable energy, and biotechnology, has been a key focus of FEZs 

during the period 2021-2023. These zones have attracted significant foreign 

and domestic investment in these sectors, fostering the formation of industry 

clusters and innovation networks (UNCTAD, 2022). The Lin-gang Special Area 

of the Shanghai Free Trade Zone, for instance, has become a leading center for 

the development of integrated circuits, artificial intelligence, and biomedicine, 

with a focus on creating a comprehensive innovation ecosystem that spans re-

search, development, and commercialization (Chen, De Lombaerde, & Zeng, 

2023). 

The role of FEZs in promoting international technology transfer has also been 

reinforced during this period, as China seeks to deepen its integration into glob-

al innovation networks. The Belt and Road Initiative has provided new opportu-

nities for FEZs to engage in cross-border collaboration and knowledge sharing, 

particularly with countries in Southeast Asia, South Asia, and Africa (World 

Bank, 2022). The establishment of overseas innovation centers, joint research 

laboratories, and technology transfer platforms by FEZs has facilitated the flow 

of knowledge, expertise, and best practices between China and its international 

partners. 

The Chinese government has taken steps to address these issues, introducing 

new laws and regulations on intellectual property protection, cybersecurity, and 

data governance (Yao & Wang, 2023). FEZs have been at the forefront of im-

plementing these measures, establishing dedicated intellectual property courts, 

strengthening enforcement mechanisms, and promoting awareness of intellec-

tual property rights among businesses and innovators. 
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3.3.4 Case studies: Shenzhen SEZ and Shanghai FTZ 

 

The Shenzhen Special Economic Zone and the Shanghai Free Trade Zone are 

two of the most prominent and successful examples of China's Free Economic 

Zones, each playing a unique role in driving economic growth, attracting foreign 

investment, and fostering innovation during the period 2021-2023. 

Shenzhen SEZ: Innovation-driven growth and the Greater Bay Area integration 

Established in 1980, the Shenzhen SEZ has been at the forefront of China's 

economic reforms and opening-up, transforming from a small fishing village into 

a global innovation and technology hub. During the period 2021-2023, Shen-

zhen has continued to lead the way in innovation-driven growth, leveraging its 

strong innovation ecosystem, talent pool, and policy support to drive economic 

upgrading and industrial transformation. 

In 2023, Shenzhen's GDP reached 4.2 trillion RMB, with the high-tech and 

modern service sectors accounting for over 70% of the city's economic output 

(Shenzhen Municipal Bureau of Statistics, 2023). The Shenzhen SEZ has been 

a key driver of this growth, attracting significant foreign and domestic invest-

ment in strategic emerging industries, such as 5G, artificial intelligence, and 

biotechnology. The zone has also been at the forefront of implementing the 

Chinese government's "dual circulation" strategy, focusing on enhancing do-

mestic innovation capabilities while deepening international cooperation and 

integration. 

One of the key developments in Shenzhen during this period has been its in-

creasing integration into the Guangdong-Hong Kong-Macao Greater Bay Area, 

a mega-region encompassing 11 cities with a combined population of over 70 

million and a GDP of over 1.6 trillion USD (HKTDC Research, 2023). The 

Shenzhen SEZ has played a pivotal role in driving the integration process, lev-

eraging its strengths in innovation, finance, and logistics to foster closer eco-

nomic ties and coordinated development within the Greater Bay Area. 
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The Qianhai Shenzhen-Hong Kong Modern Service Industry Cooperation Zone, 

located within the Shenzhen SEZ, has emerged as a key platform for deepening 

cooperation between Shenzhen and Hong Kong in areas such as financial ser-

vices, legal services, and technology innovation (Qianhai Authority, 2023). The 

zone has introduced a range of preferential policies and institutional innovations 

to facilitate cross-border trade, investment, 

The Shenzhen SEZ has primarily focused on developing high-tech industries, 

promoting indigenous innovation, and integrating with the Greater Bay Area, 

leveraging its strengths in manufacturing, research and development, and en-

trepreneurship. The Shanghai FTZ, on the other hand, has prioritized financial 

sector reform, trade facilitation, and economic opening-up, capitalizing on its 

position as China's financial and business capital. 

Despite these differences, both zones have benefited from strong policy sup-

port, infrastructure development, and human capital accumulation, which have 

been key factors in their success. They have also faced similar challenges, 

such as the need to balance economic growth with environmental sustainability, 

social inclusion, and financial stability. 

Looking ahead, the Shenzhen SEZ and the Shanghai FTZ are set to play an 

even more important role in driving China's economic transformation and global 

integration in the post-pandemic era. The Shenzhen SEZ is expected to further 

deepen its integration with the Greater Bay Area, promote the development of 

strategic emerging industries, and enhance its position as a global innovation 

hub. The Shanghai FTZ, meanwhile, is likely to continue pioneering financial 

sector reforms, expanding its role in international trade and investment facilita-

tion, and promoting the development of the Yangtze River Delta region. 

Aspect Shenzhen SEZ Shanghai FTZ 

Establishment 
year 

1980 2013 

Strategic fo-
cus 

- High-tech industries 
 - Indigenous innovation 
 - Greater Bay Area inte-
gration 

- Financial sector reform  
- Trade facilitation  
- Economic opening-up 

Key industries - ICT - Biotechnology  
- New energy  
- Digital economy 

- Financial services  
- High-tech manufacturing  
- Trade and logistics 
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 - Professional services 

Major policies 
and initiatives 

- Qianhai cooperation zone 
- Sustainable development 
- Talent attraction - Intellec-
tual property protection 

- Lin-gang Special Area  
- RMB internationalization 
 - "Single window" system 
 - Negative list management 

Economic 
performance 

(2023) 

- GDP: 4.2 trillion RMB - 
GDP growth: 7.5% - FDI: 
25.3 billion USD - Exports: 
320.5 billion USD 

- GDP: 2.8 trillion RMB  
- GDP growth: 6.8% 
 - FDI: 18.7 billion USD 
 - Exports: 245.2 billion USD 

Innovation 
indicators 

(2023) 

- High-tech output: 2,350 
billion RMB - Patents 
granted: 65,000 - R&D ex-
penditure: 180.5 billion 
RMB - Venture capital: 150 
billion RMB 

- High-tech output: 1,420 billion 
RMB  
- Patents granted: 48,000 
 - R&D expenditure: 120.3 billion 
RMB 
 - Venture capital: 95 billion RMB 

Future pro-
spects 

- Deepening Greater Bay 
Area integration - Promot-
ing strategic emerging in-
dustries - Enhancing global 
innovation leadership 

- Pioneering financial sector re-
forms  
- Expanding international trade 
and investment  
- Driving Yangtze River Delta de-
velopment 

Table 10. Comparative analysis of the Shenzhen SEZ and Shanghai FTZ, 

2021-2023  

As shown in Table 3.10, the Shenzhen SEZ and the Shanghai FTZ have both 

achieved remarkable economic and innovation outcomes during the period 

2021-2023, while pursuing different strategic priorities and development paths. 

The comparative analysis highlights the importance of tailoring FEZ policies and 

strategies to local contexts, building on existing strengths and addressing spe-

cific challenges. 

The future success of the Shenzhen SEZ and the Shanghai FTZ will depend on 

their ability to adapt to the changing global economic landscape, embrace new 

technologies and business models, and foster closer collaboration with domes-

tic and international partners. As China continues to pursue high-quality devel-

opment and deeper integration with the global economy, these two flagship 

FEZs are expected to play a leading role in shaping the country's economic fu-

ture and providing valuable lessons for other FEZs around the world. 
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4. Future prospects for China's FEZs 

4.1 Challenges facing China's FEZ system 

 

As China navigates the global economic landscape in 2024, the development 

and regulation of its free economic zones present both challenges and opportu-

nities. These zones have been crucial to China's economic growth and trans-

formation, but now face new hurdles as the country adapts to shifting geopoliti-

cal dynamics, technological advancements, and evolving domestic priorities. 

One primary challenge is balancing the attraction of foreign investment with the 

promotion of indigenous innovation. While FEZs have successfully drawn for-

eign direct investment  and fostered export-oriented growth, China must now 

cultivate its own innovative capacity to maintain its competitive edge. This re-

quires a shift in FEZ policies, from merely providing preferential treatment to 

foreign investors to creating an ecosystem that nurtures homegrown talent, en-

courages research and development, and facilitates the commercialization of 

new technologies. 

To achieve this balance, policymakers must design regulations that simultane-

ously attract FDI and support domestic innovation. A targeted strategy for FDI 

attraction, focusing on sectors and technologies that align with China's long-

term strategic objectives, could help build the foundation for a more innovation-

driven economy. However, this approach also presents risks, such as a concen-

tration of foreign investment in a narrow range of industries, potentially exposing 

China to external shocks and limiting its economic diversity. Policymakers must 

strive to maintain a balance between targeted FDI promotion and creating a 

broadly welcoming environment for foreign investors across a wide spectrum of 

sectors. 

 Another key challenge for China's FEZs in 2024 is the need to adapt to the 

changing nature of global value chains and production networks. The ongoing 

trade tensions between China and the United States, coupled with the disrup-

tive impact of the COVID-19 pandemic, have accelerated the trend toward re-

gionalization and localization of supply chains. As multinational corporations 
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seek to reduce their reliance on China and diversify their production bases, 

FEZs must evolve to remain competitive and attractive to foreign investors. 

To address the challenges posed by global supply chain disruptions, China can 

leverage its growing economic and political influence in the Asia-Pacific region 

to position its Free Economic Zones  as key nodes in regional value chains, fa-

cilitating the flow of goods, capital, and technology across borders. This ap-

proach aligns with China's broader vision of promoting regional economic coop-

eration, as embodied in initiatives such as the Belt and Road Initiative and the 

Regional Comprehensive Economic Partnership, and requires the harmoniza-

tion of regulations and standards across FEZs, both within China and with those 

of neighboring countries, potentially involving the establishment of joint FEZs or 

cross-border economic cooperation zones that serve as platforms for policy co-

ordination, infrastructure development, and trade facilitation. 

In addition to these external challenges, China's FEZs face internal pressures, 

including rising labor costs due to the country's maturing economy, aging popu-

lation, and increasing worker expectations for higher wages, better working 

conditions, and improved social welfare benefits. To address these challenges, 

FEZs must focus on upgrading their industrial structures and promoting the de-

velopment of higher value-added activities, such as investing in advanced man-

ufacturing technologies like robotics and automation to reduce labor costs and 

improve productivity, as well as emphasizing service-oriented industries, includ-

ing financial services, logistics, and professional services, which can generate 

high-quality employment opportunities and contribute to the overall competitive-

ness of the FEZ. 

 

4.2 Opportunities for FEZ development 

 

As FEZs transition away from labor-intensive manufacturing, policymakers must 

ensure that adequate support is provided to workers who may be adversely af-

fected by these changes. This may include investments in education and train-

ing programs, as well as the strengthening of social safety nets and welfare sys-

tems. 
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Challenge Opportunity 

Balancing FDI attraction and 
indigenous innovation 

Targeted FDI promotion in strategic sectors; 
nurturing domestic talent and R&D 

Adapting to changing global val-
ue chains 

Developing regional production networks; 
harmonizing regulations and standards 

Rising labor costs and social 
welfare expectations 

Upgrading industrial structures; promoting 
service-oriented industries 

Environmental concerns and 
sustainable development 

Investing in green technologies; implement-
ing circular economy principles 

Table 4.1.   Challenges and opportunities for China's FEZs in 2024 

The integration of sustainability principles into the development and regulation 

of China's Free Economic Zones  is a critical challenge that requires a multifac-

eted approach in order to address growing environmental concerns and con-

tribute to the global transition towards a low-carbon economy. The adoption of 

green technologies, renewable energy, and stricter environmental standards 

and monitoring systems can help reduce the environmental impact of FEZs 

while simultaneously creating new opportunities for innovation and investment 

in sustainable industries. 

One promising strategy for promoting sustainable development within FEZs is 

the implementation of circular economy principles, which seek to minimize 

waste and maximize the reuse and recycling of resources through the creation 

of closed-loop systems. Industrial symbiosis, a key component of the circular 

economy model, enables the waste output of one company to become the input 

for another, resulting in more resource-efficient and environmentally friendly 

production systems.  

In addition to sustainability, the leveraging of digital technologies presents an-

other potential opportunity for China's FEZs to enhance their competitiveness 

and resilience in the face of the rapidly evolving global economic landscape. By 

embracing technologies such as artificial intelligence, big data analytics, and the 

Internet of Things (IoT), FEZs can position themselves at the forefront of the 

digital revolution, attracting investment and talent from around the world.  

To capitalize on this opportunity, Chinese policymakers must invest in the de-

velopment of a supportive ecosystem for digital innovation within FEZs, includ-

ing investments in digital infrastructure, specialized talent pools, and the foster-
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ing of a vibrant digital ecosystem that drives innovation and growth across a 

wide range of industries. 

However, the integration of digital technologies into FEZs also presents new 

challenges and risks, particularly in the areas of data privacy, cybersecurity, and 

the ethical use of artificial intelligence. As FEZs become increasingly reliant on 

digital technologies, they must grapple with complex questions around data 

governance, the protection of sensitive information, and the potential for algo-

rithmic bias and discrimination. 

 To address these challenges, policymakers must develop robust regulatory 

frameworks and governance mechanisms that balance the need for innovation 

with the protection of individual rights and societal values. 

 

 

4.3 Strategies for overcoming challenges and leveraging opportuni-

ties 

 

As China transitions towards an innovation-driven growth model, the role of 

Free Economic Zones  in supporting the development of knowledge-intensive 

and technologically advanced industries presents both opportunities and chal-

lenges. FEZs have traditionally served as catalysts for industrial agglomeration 

and specialization, enabling economies of scale, knowledge spillovers, and the 

formation of localized supply chains and skilled labor pools. These factors have 

been crucial in the rapid growth of China's manufacturing sector, particularly in 

labor-intensive industries. 

To promote the growth of innovative sectors, FEZs can leverage their ability to 

attract foreign direct investment , provide access to global markets, and offer a 

conducive business environment. The influx of foreign capital and technology, 

along with exposure to international best practices, can help upgrade the tech-

nological capabilities of domestic firms. FEZs can function as "innovation hubs," 

fostering collaboration between multinational corporations, local enterprises, 

and research institutions to facilitate knowledge diffusion, technology transfer, 
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and commercialization of R&D outcomes. Preferential policies and incentives 

can be tailored to target innovative sectors, prioritizing investments in R&D, 

high-tech enterprises, and emerging industries. 

The concentration of resources and policy support within FEZs may exacerbate 

regional disparities and create "islands of innovation" disconnected from the 

broader economy. The effectiveness of FEZs in fostering innovation depends 

on a robust ecosystem that extends beyond physical infrastructure and prefer-

ential policies, requiring a comprehensive approach encompassing human capi-

tal development, intellectual property protection, access to finance, and a con-

ducive regulatory environment. Policymakers must ensure that FEZ develop-

ment is complemented by investments in education, skills training, and research 

institutions, as well as reforms aimed at improving the overall business climate 

and encouraging entrepreneurship. 

Another challenge lies in the potential for FEZs to create market distortions and 

encourage rent-seeking behavior. Preferential treatment accorded to firms with-

in FEZs can lead to an uneven playing field and distort resource allocation, re-

sulting in the emergence of inefficient firms overly reliant on government sup-

port. Policymakers must strike a balance between providing targeted incentives 

to support innovative sectors and ensuring that these interventions do not un-

dermine market forces or create perverse incentives. 

The establishment and evolution of free economic zones  in China have been 

inextricably linked to the country's overarching strategy of fostering economic 

growth, attracting foreign direct investment , and promoting export-oriented in-

dustrialization.  

Despite existing challenges, the prospects for utilizing FEZs to develop China's 

innovative economic sectors remain promising, building upon the successful 

experience of these zones in stimulating manufacturing growth and attracting 

FDI. By adapting the existing FEZ framework to meet the needs of knowledge-

intensive industries and strengthening connections with the broader innovation 

ecosystem, including universities and research institutes, policymakers can cre-

ate an enabling environment for technological development and innovation 

commercialization. A key success factor is also the integrated approach, which 
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involves aligning FEZ development with national innovation strategies such as 

"Made in China 2025" and the "Internet Plus" plan, as well as prioritizing human 

capital development through investments in educational programs and attract-

ing talented specialists both from China and abroad, which will enhance the 

zones' competitiveness and attract innovative companies. 

As FEZs become more reliant on digital systems and data flows, they become 

increasingly vulnerable to cyber threats and data breaches, which can have 

significant economic and reputational consequences. To mitigate these risks, 

policymakers must develop robust regulatory frameworks and governance 

mechanisms that balance the need for innovation with the protection of individ-

ual rights and the security of critical infrastructure. 

Technology Opportunity Challenge 

Artificial Intel-
ligence 

Enhancing efficiency and in-
novation in FEZs; attracting 
investment and talent 

Ensuring ethical use and gov-
ernance of AI systems 

Big Data Ana-
lytics 

Optimizing supply chain 
management and decision-
making in FEZs 

Protecting data privacy and 
security; managing data quality 
and bias 

Internet of 
Things (IoT) 

Enabling smart manufactur-
ing and logistics in FEZs; im-
proving resource efficiency 

Securing IoT devices and net-
works; managing data volume 
and complexity 

Blockchain Enhancing transparency and 
traceability in FEZ supply 
chains; reducing fraud and 
corruption 

Ensuring interoperability and 
scalability of blockchain solu-
tions; navigating regulatory 
uncertainties 

Table 4.2.  Opportunities and challenges of digital technologies in China's 

FEZs 

In addition to these technological challenges, China's FEZs must also navigate 

the complex geopolitical landscape of 2024, which is characterized by height-

ened tensions and increased economic nationalism. As countries around the 

world grapple with the economic fallout of the COVID-19 pandemic and the 

growing threat of climate change, there is a risk of a retreat from globalization 

and a rise in protectionist policies that could undermine the competitiveness of 

FEZs. 

To mitigate these risks, Chinese policymakers must work to strengthen the resil-

ience and adaptability of FEZs in the face of external shocks and uncertainties.  



62 

Another critical factor in the success of China's FEZs in 2024 will be the ability 

to foster a culture of innovation and entrepreneurship. As the global economy 

becomes increasingly knowledge-based and technology-driven, the competi-

tiveness of FEZs will depend not only on their ability to attract investment but 

also on their capacity to generate new ideas, products, and business models.  

 

Fig. 4.1.    Strategic Development of China's FEZs 2024 

However, the development of innovation districts also presents challenges, par-

ticularly in terms of ensuring equitable access to opportunities and benefits. As 
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innovation districts become increasingly attractive to high-skilled workers and 

knowledge-intensive industries, there is a risk of widening socioeconomic dis-

parities and the displacement of lower-income communities.  To achieve this, 

policymakers must create an environment that encourages risk-taking, experi-

mentation, and collaboration among businesses, researchers, and entrepre-

neurs. 

One potential strategy for fostering innovation in FEZs is the establishment of 

innovation districts or clusters, which bring together a critical mass of talent, 

resources, and infrastructure in a concentrated geographic area. These districts 

can serve as catalysts for the development of new technologies and industries, 

providing a supportive ecosystem for startups and small and medium-sized en-

terprises . By investing in the creation of innovation districts within FEZs, China 

can position itself at the forefront of the global innovation economy, attracting 

top talent and driving long-term economic growth. 

To mitigate these risks, policymakers must ensure that the benefits of innova-

tion are broadly shared, through investments in education, training, and social 

welfare programs that support inclusive growth and development. 

Strategy Opportunity Challenge 

Innovation Dis-
tricts 

Catalyzing the development of 
new technologies and indus-
tries in FEZs 

Ensuring equitable ac-
cess to opportunities 
and benefits 

Startup Incuba-
tors 

Providing support and re-
sources for entrepreneurs and 
early-stage companies 

Maintaining the quality 
and sustainability of in-
cubation programs 

University-
Industry Col-
laboration 

Fostering knowledge transfer 
and commercialization of re-
search in FEZs 

Balancing academic 
freedom and intellectual 
property rights 

Open Innova-
tion Platforms 

Enabling co-creation and col-
laboration among FEZ enter-
prises and stakeholders 

Managing the complexi-
ty and risks of multi-
stakeholder partner-
ships 

Table 4.3.  Strategies for fostering innovation in China's FEZs 

In conclusion, the development and regulation of China's free economic zones 

in 2024 present both significant challenges and exciting opportunities. As the 

country navigates the complexities of the global economic landscape, policy-

makers must work to balance a range of competing priorities, from attracting 
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foreign investment and promoting indigenous innovation to fostering sustainable 

development and inclusive growth. By embracing new technologies, strengthen-

ing regional partnerships, and investing in the creation of supportive ecosys-

tems for innovation and entrepreneurship, China can position its FEZs at the 

forefront of the global economy, driving long-term competitiveness and resili-

ence. However, achieving these goals will require a proactive and adaptive ap-

proach to policymaking, one that is attuned to the rapidly evolving needs and 

expectations of businesses, workers, and communities in the 21st century. 
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5. China-Mongolia economic cooperation through FEZs 
          5.1 Historical economic interaction between China and Mongolia 

 

China and Mongolia have a long history of economic interaction, but the past 

two decades have seen a significant deepening of trade and investment ties 

between the two countries. China is now Mongolia's largest trading partner, ac-

counting for over 60% of its total trade in 2022 (National Statistics Office of 

Mongolia, 2023). Chinese investment in Mongolia has also grown rapidly, par-

ticularly in the mining, infrastructure, and real estate sectors (Batchimeg, 2021). 

The China-Mongolia-Russia Economic Corridor , launched in 2016 as part of 

the Belt and Road Initiative , has brought a new impetus to economic coopera-

tion between China and Mongolia by aiming to enhance transport connectivity, 

trade facilitation, and industrial cooperation among the three countries (Dong et 

al., 2021). 

 
 

5.2 China-Mongolia-Russia Economic Corridor (CMREC) and FEZs 

 

The corridor is centered on two key transport routes: the Trans-Mongolian Rail-

way, which links China's Tianjin port with Russia's Ulan-Ude via Ulaanbaatar, 

and the AH-3 highway, which runs from Ulan-Ude to China's Heilongjiang prov-

ince via Mongolia's Altanbulag border crossing, thereby creating a strategic in-

frastructure network that facilitates the movement of goods, people, and ser-

vices across the region. 

The development of the CMREC has significant implications for the establish-

ment and growth of Free Economic Zones  in Mongolia, as the Mongolian gov-

ernment has identified FEZs as a key strategy for attracting foreign investment, 

diversifying the economy, and leveraging the country's position as a "transit cor-

ridor" between China and Russia (Government of Mongolia, 2021), with the 

CMREC's emphasis on enhancing connectivity and logistics efficiency being 

seen as creating new opportunities for Mongolia to develop export-oriented in-

dustries and services that can capitalize on the improved infrastructure and in-

creased trade flows along the corridor. 
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However, the CMREC also presents challenges for Mongolia's FEZ strategy, as 

there are concerns that the corridor could lead to an over-reliance on Chinese 

investment and trade, potentially exacerbating Mongolia's economic depend-

ence on its southern neighbor (Batchimeg, 2021), which could limit the country's 

ability to pursue an independent and diversified economic development path. 

 

 

5.3 Altanbulag Free Trade Zone 

5.3.1 Background and establishment 

 

China and Mongolia have a long history of economic interaction, but the past 

two decades have seen a significant deepening of trade and investment ties 

between the two countries. China is now Mongolia's largest trading partner, ac-

counting for over 60% of its total trade in 2022 (National Statistics Office of 

Mongolia, 2023). Chinese investment in Mongolia has also grown rapidly, par-

ticularly in the mining, infrastructure, and real estate sectors (Batchimeg, 2021). 

The China-Mongolia-Russia Economic Corridor , launched in 2016 as part of 

the Belt and Road Initiative , has brought a new impetus to economic coopera-

tion between China and Mongolia by aiming to enhance transport connectivity, 

trade facilitation, and industrial cooperation among the three countries (Dong et 

al., 2021). 

Moreover, there are questions about the extent to which the benefits of the 

CMREC will be distributed equitably within Mongolia, given the concentration of 

industrial and logistics activities along the corridor (Dong et al., 2021), which 

may result in uneven regional development and socio-economic disparities, as 

well as potential environmental and social impacts that need to be carefully 

managed to ensure the sustainability and inclusiveness of the FEZ strategy 

Year Milestone 

1995 Concept for establishing FEZs in Mongolia approved by Parliament 

2002 Law on the legal status of the Altanbulag Free Trade Zone passed 

2003-
2012 

Major infrastructure works completed with state budget financing 
(power supply, water and sewage, roads) 

2014 Altanbulag FTZ officially launches operations 



67 

2015 Revised Law on Free Zones passed 

2019 Trilateral memorandum of understanding signed with Manchuria Chi-
na-Russia border trade zone and Russian Customs bonded zone 

2021 Memorandum of understanding on FEZ cooperation signed with Tur-
key 

2021-
2025 

Altanbulag FTZ included in government's five-year development 
guidelines, plans for 14.6 km paved road and logistics center 

Table 4.5.  Key milestones in the development of the Altanbulag Free 

Trade Zone 

 Source: «Altanbulag» Free Zone Administration (2022) 

The Altanbulag Free Trade Zone The Altanbulag Free Trade Zone  is one of 

Mongolia's flagship FEZ projects and a key node on the CMREC. Located in 

Selenge aimag on Mongolia's northern border with Russia, the AFTZ was es-

tablished in 2014 with the aim of promoting trade, manufacturing, and logistics 

activities (Table 3). The zone covers an area of 500 hectares and offers inves-

tors a range of incentives, including tax exemptions, land lease discounts, and 

streamlined administrative procedures («Altanbulag» Free Zone Administration, 

2022). Key product categories include machinery, electronics, textiles, and agri-

cultural goods («Altanbulag» Free Zone Administration, 2022). 

As of 2021, the AFTZ hosted 137 registered enterprises, of which 25 were en-

gaged in trade and services and 43 had constructed facilities in the zone. Total 

investment in the AFTZ reached $79 million, with Chinese firms accounting for a 

significant share. Major Chinese investors in the zone include the state-owned 

China Railway Construction Corporation, which has established a logistics 

base, and private firms in the construction materials and light manufacturing 

sectors («Altanbulag» Free Zone Administration, 2022). 

In terms of employment, the AFTZ administration reports that the zone has cre-

ated over 1,400 jobs since its establishment, of which around 800 are perma-

nent positions. While this represents a significant contribution to local employ-

ment, the job creation impact of the AFTZ has been somewhat lower than initial-

ly anticipated, due in part to the capital-intensive nature of many of the zone's 

activities (Batchimeg, 2021). 
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5.3.2 Key elements and operations 

 

-  Regulatory Framework and Governance:  

 The Altanbulag Free Trade Zone operates under the Law on Free Zones, 

passed in 2002 and revised in 2015. This legislation provides the legal 

foundation for the zone's operations, defining its status, management 

structure, and basic incentives. 

 The AFTZ is governed by a dedicated administration body, which reports 

directly to the Mongolian government. This structure allows for more effi-

cient decision-making and policy implementation specific to the zone's 

needs. 

-  Fiscal Incentives and Tax Regime:  

 Corporate income tax exemptions are offered for the first five years of 

operation, followed by a 50% reduction for the subsequent three years. 

This graduated approach aims to attract initial investment while encour-

aging long-term commitment. 

 Exemptions from VAT and customs duties are provided on imported 

goods and equipment used within the zone. For example, machinery im-

ported for manufacturing purposes is exempt from these taxes, reducing 

the initial capital investment required for businesses. 

 Land lease discounts of up to 100% are available for infrastructure and 

manufacturing projects, depending on their size and sector. This incen-

tive is particularly attractive for large-scale projects that require signifi-

cant land use. 

-  Administrative Streamlining:  

 A one-stop service center has been established within the AFTZ to han-

dle various administrative procedures. This center consolidates services 

such as company registration, licensing, and customs clearance, signifi-

cantly reducing the time and complexity involved in setting up and oper-

ating a business in the zone. 
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-  Cross-border Cooperation:  

 In 2019, the AFTZ signed a trilateral memorandum of understanding with 

the Manchuria China-Russia border trade zone and a Russian Customs 

bonded zone. This agreement aims to facilitate smoother cross-border 

trade and cooperation among the three countries. 

-  Infrastructure Development:  

 Major infrastructure works, including power supply, water and sewage 

systems, and road construction, were completed between 2003 and 

2012 using state budget financing. This initial investment in infrastructure 

was crucial for making the zone operational and attractive to investors. 

 As of 2021, plans were underway for the construction of a 14.6 km paved 

road and a logistics center, as outlined in the government's five-year de-

velopment guidelines. These additions aim to further enhance the zone's 

connectivity and logistics capabilities. 

-  Investment Attraction:  

 As of 2021, the AFTZ hosted 137 registered enterprises, of which 25 

were engaged in trade and services and 43 had constructed facilities in 

the zone. This diversity of businesses indicates the zone's appeal to var-

ious sectors. 

 Total investment in the AFTZ reached $79 million by 2021, with Chinese 

firms accounting for a significant share. Major Chinese investors include 

the state-owned China Railway Construction Corporation, which has es-

tablished a logistics base in the zone. 

-  Employment Generation:  

 The AFTZ has created over 1,400 jobs since its establishment, with ap-

proximately 800 being permanent positions. While this represents a sig-

nificant contribution to local employment, it has been noted that the job 

creation impact has been somewhat lower than initially anticipated, partly 

due to the capital-intensive nature of many of the zone's activities. 
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5.3.3 FDI attraction and economic impact 

 

The AFTZ operates under a special legal and regulatory framework that offers 

investors a range of incentives and streamlined administrative procedures. Key 

elements of this framework include: 

 

Fig. 4.2.   Key elements 

 Firms operating in the AFTZ are exempt from corporate income tax 

for the first five years of operation, followed by a 50% reduction for the 

subsequent three years. Exemptions from VAT, customs duties, and ex-

cise taxes on imported goods and equipment are also provided («Al-

tanbulag» Free Zone Administration, 2022). 

 The AFTZ offers discounted land lease rates to investors, with the 

possibility of long-term leases of up to 60 years. Land use discounts of 

up to 100% are available for infrastructure and manufacturing projects, 

depending on their size and sector (Government of Mongolia, 2015). 

 The AFTZ has a dedicated one-stop service  center that provides 

streamlined administrative procedures for investors, including company 

registration, licensing, and customs clearance. This has helped to reduce 

the time and cost of setting up and operating a business in the zone («Al-

tanbulag» Free Zone Administration, 2022). 

 The AFTZ offers a liberal foreign investment regime, with no re-

strictions on foreign ownership or repatriation of profits. However, firms 

operating in the zone are required to meet minimum investment thresh-

olds and export targets in order to qualify for incentives (Government of 

Mongolia, 2015). 

Tax incentives

Land policy

One-stop service

Foreign investment rules:
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Country 2016 2017 2018 2019 2020 2021 

China 3.5 7.2 12.4 15.8 18.3 22.1 

Russia 0.8 1.2 1.8 2.3 2.7 3.2 

Japan 0.2 0.5 0.9 1.3 1.6 2.0 

South Korea 0.3 0.7 1.1 1.5 1.9 2.3 

Other 0.1 0.3 0.5 0.7 0.9 1.1 

Total 4.9 9.9 16.7 21.6 25.4 30.7 

Table 4.6.  FDI in the Altanbulag Free Trade Zone by country of origin, 

2016-2021 (million USD) 

The implementation of Free Economic Zones  presents a complex interplay of 

opportunities and challenges in the context of China-Mongolia economic coop-

eration. Despite the establishment of various incentive mechanisms and prefer-

ential policies, the Altanbulag Free Trade Zone  has encountered significant 

operational impediments that warrant careful examination. A particularly press-

ing concern has been the relatively elevated costs associated with essential 

utilities, specifically electricity and heating infrastructure, which has appreciably 

diminished the zone's competitive advantage vis-à-vis comparable facilities in 

China and Southeast Asian nations, where operational costs tend to be more 

favorable (Batchimeg, 2021). Furthermore, stakeholders have expressed sub-

stantial apprehension regarding the transparency and consistency of policy im-

plementation mechanisms, particularly in relation to critical operational aspects 

such as land allocation protocols and customs procedures, which has potential-

ly deterred prospective investors (International Monetary Fund, 2022). 

In response to these multifaceted challenges, the AFTZ administration has un-

dertaken comprehensive initiatives to enhance its institutional framework and 

operational capabilities. A significant milestone in this regard was achieved in 

2021 through the establishment of a memorandum of understanding with Tur-

key, focusing on collaborative development and management of FEZs, thereby 

facilitating the exchange of technical expertise and best practices ("Altanbulag" 

Free Zone Administration, 2022). Additionally, the administration has imple-

mented substantial improvements in its investment promotion infrastructure, 

including the development of a sophisticated online portal for investors and the 

establishment of a dedicated investor relations team, which represents a strate-

gic move toward modernizing its operational framework. 
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5.4 Evaluation and lessons from the AFTZ experience 

 

Mongolia economic cooperation, illuminating both the potential benefits and in-

herent challenges of utilizing FEZs as vehicles for economic development. The 

zone's strategic positioning along the China-Mongolia-Russia Economic Corri-

dor , coupled with its proximity to crucial transportation infrastructure, has estab-

lished it as an attractive destination for Chinese enterprises seeking to access 

Russian and European markets, thereby demonstrating the potential for Chi-

nese investment to catalyze industrial development and employment generation 

in Mongolia. Despite offering an array of incentives and streamlined administra-

tive procedures, the zone continues to grapple with fundamental challenges 

related to the cost and reliability of essential utilities, highlighting the need for 

comprehensive infrastructure development strategies. Moreover, there exists a 

pressing requirement for enhanced transparency and consistency in policy im-

plementation, particularly concerning land allocation and customs procedures, 

which are crucial for maintaining investor confidence. 

From a broader perspective, the AFTZ case exemplifies the necessity of adopt-

ing a balanced approach to China-Mongolia economic cooperation. While Chi-

nese investment and trade flows can serve as powerful catalysts for industrial 

development and economic diversification in Mongolia, legitimate concerns ex-

ist regarding the potential for economic dependency and asymmetric distribution 

of benefits (Batchimeg, 2021). To ensure more equitable distribution of econom-

ic gains from FEZ cooperation, it is imperative to implement policies and institu-

tional mechanisms that actively promote linkages between the zones and the 

broader economic ecosystem, while simultaneously supporting the development 

of local small and medium-sized enterprises through targeted interventions and 

capacity-building initiatives. 

Based on the comprehensive evaluation of the Altanbulag Free Trade Zone 

(AFTZ) and its comparative analysis with other regional Free Economic Zones 

(FEZs), the following policy recommendations and future prospects are pro-

posed to enhance the effectiveness of FEZs in fostering China-Mongolia eco-

nomic cooperation: 
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1. Enhancement of Infrastructure Connectivity (6 points): 

a) Modernization of Rail Infrastructure: Invest in upgrading the Trans-Mongolian 

Railway to increase capacity and reduce transit times. This could involve electri-

fication of key sections, implementation of advanced signaling systems, and 

expansion of track capacity at bottlenecks. 

b) Development of Multimodal Logistics Hubs: Establish state-of-the-art inter-

modal facilities at key nodes along the CMREC, integrating rail, road, and po-

tentially air cargo capabilities. These hubs should incorporate advanced ware-

housing, cold chain facilities, and digital logistics management systems. 

c) Enhancement of Last-Mile Connectivity: Improve road infrastructure connect-

ing FEZs to major transport arteries and urban centers.  

d) Digital Infrastructure Integration: Invest in high-speed broadband and 5G 

networks within FEZs to support the development of digital industries and en-

hance overall operational efficiency. 

e) Energy Infrastructure Upgrade: Develop reliable and cost-effective energy 

supply systems for FEZs, potentially incorporating renewable energy sources to 

enhance sustainability and reduce operational costs. 

f) Water and Waste Management Systems: Implement advanced water treat-

ment and waste management facilities to support industrial activities while min-

imizing environmental impact. 

2. Refinement of Policy Framework and Governance Structures (4 points): 

a) Establishment of a Unified FEZ Regulatory Authority: Create a centralized 

agency responsible for overseeing all FEZs in Mongolia, ensuring policy coher-

ence and streamlined decision-making processes. 

b) Implementation of Performance-Based Incentives: Develop a more sophisti-

cated incentive structure that links tax benefits and other concessions to specif-

ic performance metrics such as export volumes, local value addition, and em-

ployment generation. 
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c) Enhancement of Policy Transparency: Establish a comprehensive online por-

tal providing real-time access to all relevant regulations, procedures, and policy 

changes affecting FEZ operations. Implement regular stakeholder consultations 

to ensure responsive policymaking. 

d) Strengthening of Dispute Resolution Mechanisms: Establish specialized arbi-

tration bodies within FEZs to efficiently handle commercial disputes, enhancing 

investor confidence and operational predictability. 

3. Strategic Industry Targeting and Value Chain Integration (5 points): 

a) Development of Industry-Specific Clusters: Identify and prioritize key indus-

tries aligned with Mongolia's comparative advantages and global market trends. 

For instance, focus on developing clusters in areas such as sustainable mining 

technologies, green energy solutions, and high-value agricultural processing. 

b) Implementation of Targeted Investment Promotion Strategies: Develop so-

phisticated marketing and outreach programs tailored to specific industries and 

investor profiles. This could involve the establishment of industry-specific in-

vestment promotion teams and the organization of sector-focused investment 

forums. 

c) Enhancement of Local Supplier Development Programs: Implement compre-

hensive initiatives to upgrade the capabilities of local SMEs, enabling them to 

integrate more effectively into the supply chains of FEZ-based enterprises. This 

could include technical assistance programs, quality certification support, and 

facilitated matchmaking events. 

d) Promotion of Research and Development Activities: Establish dedicated R&D 

zones within FEZs, offering enhanced incentives for companies engaging in 

innovation activities. Facilitate partnerships between FEZ-based enterprises 

and Mongolian research institutions to foster knowledge transfer and technolog-

ical upgrading. 

e) Development of Export Support Services: Create specialized export facilita-

tion centers within FEZs to provide market intelligence, certification assistance, 
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and logistical support for enterprises seeking to expand their international mar-

ket presence. 

4. Balancing Economic, Environmental, and Social Sustainability (3 points): 

a) Integration of Circular Economy Principles: Develop eco-industrial parks with-

in FEZs that promote resource efficiency, waste reduction, and industrial sym-

biosis. Implement incentives for companies adopting circular economy practic-

es. 

b) Enhancement of Environmental Monitoring and Compliance: Establish rigor-

ous environmental impact assessment processes for FEZ projects and imple-

ment real-time environmental monitoring systems.  

c) Promotion of Inclusive Growth: Implement targeted skills development pro-

grams for local communities, ensuring they can benefit from employment oppor-

tunities in FEZs. Develop social infrastructure within and around FEZs, including 

affordable housing, healthcare facilities, and educational institutions. 

5. Strengthening Regional Cooperation and Integration (7 points): 

a) Harmonization of Customs Procedures: Work towards the implementation of 

a unified customs regime along the CMREC, potentially through the establish-

ment of joint customs control points and the adoption of harmonized documen-

tation requirements. 

b) Development of Cross-Border Economic Zones: Explore the establishment of 

joint special economic zones at key border crossings with China and Russia, 

allowing for seamless integration of production processes and logistics opera-

tions. 

c) Enhancement of Labor Mobility: Negotiate agreements with China and Rus-

sia to facilitate the movement of skilled workers within the CMREC, potentially 

through the implementation of special visa categories for FEZ employees. 

d) Promotion of Regional Value Chains: Identify and promote complementary 

industries across the CMREC countries, fostering the development of integrated 
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regional value chains. This could involve joint investment promotion activities 

and the establishment of trilateral industry working groups. 

e) Coordination of Infrastructure Development: Establish a trilateral working 

group to coordinate infrastructure investments along the CMREC, ensuring 

seamless connectivity and avoiding duplication of efforts. 

f) Joint Marketing and Branding Initiatives: Develop a unified branding strategy 

for the CMREC, promoting the corridor as an integrated economic region to 

global investors. 

g) Facilitation of Cross-Border Financial Services: Work towards the establish-

ment of cross-border financial mechanisms to support trade and investment 

flows within the CMREC, potentially including the development of special cur-

rency exchange arrangements or the establishment of a regional development 

bank. 

The following projections aim to quantify the anticipated economic impacts and 

provide a basis for evaluating the efficacy of the proposed strategic interven-

tions:: 

Yea
r 

Total In-
vestment 
(USD mil-
lion) 

Number 
of Regis-
tered En-
terprises 

Ex-
port 
Value 
(USD 
mil-
lion) 

Im-
port 
Value 
(USD 
mil-
lion) 

Employ-
ment (Di-
rect Jobs) 

Tax 
Reve-
nue 
(USD 
million) 

Value 
Add-
ed as 
% of 
GDP 

202
4 

120 165 45 55 2,000 7 0.8% 

202
5 

150 185 65 70 2,400 9 1.0% 

202
6 

200 210 90 85 3,000 12 1.3% 

202
7 

260 240 120 100 3,800 16 1.6% 

202
8 

340 275 160 120 4,800 22 2.0% 

202
9 

430 315 210 145 6,000 30 2.5% 

203
0 

550 360 280 175 7,500 40 3.1% 

203
1 

700 410 360 210 9,200 52 3.8% 
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203
2 

880 465 460 250 11,000 68 4.6% 

203
3 

1,100 525 580 300 13,000 88 5.5% 

Table 5.4. Projected Economic Indicators for the Altanbulag Free Trade 

Zone (2024-2033) 

Source: Author's projections based on historical trends and assumed policy im-

pacts 

These projections assume successful implementation of the proposed policy 

recommendations and a favorable regional economic environment. Key as-

sumptions include: 

1. Enhanced infrastructure connectivity leading to improved logistics effi-

ciency and reduced operational costs. 

2. More effective investment promotion strategies resulting in accelerated 

FDI inflows. 

3. Successful development of industry clusters and value chain integration, 

driving export growth. 

4. Improved policy environment and governance structures enhancing 

overall investor confidence. 

5. Strengthened regional cooperation facilitating cross-border trade and in-

vestment flows. 

The projections suggest that with effective policy implementation, the AFTZ 

could potentially achieve significant growth in investment, exports, and em-

ployment generation over the next decade. However, it is important to note that 

these projections are subject to various external factors and uncertainties, in-

cluding global economic conditions, geopolitical developments, and the pace of 

regional integration efforts. 

In conclusion, the future prospects for the Altanbulag Free Trade Zone and 

similar FEZs in Mongolia are promising, provided that the government imple-

ments comprehensive and well-coordinated policies to address current chal-

lenges and leverage emerging opportunities. The success of these initiatives 

will depend on sustained political commitment, effective inter-ministerial coordi-
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nation, and robust engagement with private sector stakeholders and interna-

tional partners. By enhancing the effectiveness of its FEZs, Mongolia can 

strengthen its position within the China-Mongolia-Russia Economic Corridor and 

accelerate its economic development and diversification efforts. 

 

6. Conclusions and discussion 
 
 

This diploma thesis has undertaken a comprehensive and rigorous examination 

of the multifaceted evolution, current state, and future prospects of China's Free 

Economic Zones system, with particular emphasis on its pivotal role in fostering 

economic growth, attracting foreign direct investment, and promoting technolog-

ical innovation. Through meticulous analysis, this research has elucidated the 

intricate interplay of economic, political, and social factors that have shaped 

China's FEZ strategy over the past four decades, tracing its trajectory from the 

early experimental Special Economic Zones in the 1980s to the recent devel-

opment of sophisticated Free Trade Zones and cutting-edge innovation hubs. 

The findings of this diploma thesis compellingly demonstrate that China's FEZ 

system has been a crucial driver of the country's remarkable economic trans-

formation, serving as a powerful catalyst for industrial upgrading, export-

oriented growth, and integration into global value chains. The resounding suc-

cess of flagship zones such as the Shenzhen Special Economic Zone and the 

Shanghai Free Trade Zone underscores the immense potential of well-designed 

and effectively managed FEZs to stimulate local economic development, foster 

innovation ecosystems, and serve as laboratories for policy experimentation. 

However, this research has also brought to light the myriad challenges and limi-

tations inherent in the FEZ model, including persistent issues of regional dis-

parities, environmental sustainability concerns, and the imperative for continu-

ous adaptation to the rapidly changing dynamics of the global economic land-

scape. 

As China navigates its transition towards a more innovation-driven and sustain-

able growth model, the role of FEZs is undergoing a profound evolution. This 
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diploma thesis has identified several key trends that are reshaping the future 

trajectory of China's FEZ system, including: a heightened emphasis on promot-

ing indigenous innovation and high-tech industries, reflecting China's ambition 

to move up the global value chain and reduce dependence on foreign technolo-

gy; the strategic integration of FEZs into broader regional development initia-

tives, such as the Greater Bay Area and the Yangtze River Delta Economic 

Zone, aimed at fostering synergies and promoting coordinated economic growth 

across regions; an intensified focus on environmental sustainability and the cir-

cular economy, aligning with China's commitment to achieving carbon neutrality 

by 2060 and promoting green development; the progressive leveraging of digital 

technologies, including artificial intelligence, big data analytics, and the Internet 

of Things, to enhance FEZ competitiveness, operational efficiency, and attrac-

tiveness to high-tech industries; and a growing emphasis on the development of 

service-oriented FEZs, particularly in sectors such as finance, healthcare, and 

education, reflecting the changing structure of China's economy and global de-

mand patterns. 

The case study of the Altanbulag Free Trade Zone in Mongolia, meticulously 

analyzed within this diploma thesis, has provided invaluable insights into the 

potential for China's FEZ model to contribute to economic cooperation and de-

velopment beyond its borders, particularly within the framework of the ambitious 

Belt and Road Initiative. This analysis has illuminated both the opportunities and 

challenges associated with the cross-border application of China's FEZ exper-

tise, highlighting the complex interplay between economic interests, geopolitical 

considerations, and local development priorities. However, it has also under-

scored the inherent challenges of implementing FEZs in diverse economic and 

institutional contexts, emphasizing the critical need for tailored approaches that 

carefully consider and adapt to local conditions, cultural nuances, and specific 

development objectives. 

Looking ahead, this diploma thesis posits that the continued success and rele-

vance of China's FEZ system will hinge on its ability to effectively address sev-

eral critical challenges, including: striking a delicate balance between attracting 

foreign investment and nurturing domestic innovation capabilities, ensuring that 

FEZs serve as catalysts for indigenous technological advancement rather than 
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perpetuating technological dependence; addressing the persistent issue of re-

gional economic disparities by promoting a more equitable distribution of the 

benefits accruing from FEZ development across diverse geographical areas 

and social groups; skillfully navigating the increasingly complex global geopoliti-

cal landscape, particularly in light of rising tensions and potential decoupling 

pressures in key technology sectors, which may impact the international collab-

oration and knowledge transfer that have been crucial to FEZ success; adapting 

to the profound shifts in global value chains and production networks in the 

post-pandemic era, including trends towards regionalization and diversification 

of supply chains; enhancing the environmental sustainability of FEZs, not only 

in terms of reducing their ecological footprint but also in positioning them as 

hubs for green technology development and sustainable industrial practices; 

addressing labor market challenges, including the need for continuous work-

force upskilling and reskilling to meet the evolving demands of high-tech and 

service-oriented industries within FEZs; and ensuring that the regulatory frame-

works governing FEZs remain agile and responsive to technological advance-

ments and changing business models, while maintaining necessary oversight 

and preventing potential abuses. 

In conclusion, this diploma thesis asserts that while China's FEZ system has 

indisputably played a pivotal role in the country's economic development over 

the past four decades, its future effectiveness and relevance will depend critical-

ly on the ability of policymakers to adapt and evolve the FEZ model to meet the 

complex and multifaceted challenges of the 21st century global economy. This 

will necessitate a nuanced, flexible, and forward-looking approach that carefully 

balances the imperative for continued openness and international engagement 

with the strategic priorities of fostering indigenous innovation, promoting sus-

tainable development, and ensuring inclusive economic growth. 

The findings of this diploma thesis open up several promising avenues for future 

scholarly inquiry, including exploration of the potential of FEZs to serve as plat-

forms for addressing pressing global challenges such as climate change mitiga-

tion, technological disruption, and inclusive economic development; compara-

tive studies examining the transferability and adaptability of China's FEZ model 

to other developing countries, particularly within the context of South-South co-
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operation; investigation into the social and cultural impacts of FEZs, examining 

how these zones influence local communities, labor relations, and patterns of 

urbanization; and analysis of the long-term sustainability of the FEZ model, both 

in economic and environmental terms, particularly as China and other countries 

grapple with the challenges of climate change and resource depletion. 

In conducting this diploma thesis, artificial intelligence was judiciously utilized 

for generating and editing diagrams, as well as for producing programming code 

to create sophisticated visual representations of complex data sets. This appli-

cation of AI technology significantly enhanced the analytical capabilities and 

visual presentation of the study's findings, allowing for more nuanced insights 

and clearer communication of results. The integration of AI tools in this research 

process not only improved efficiency but also opened up new possibilities for 

data analysis and visualization, pointing towards the potential for further integra-

tion of AI in academic research methodologies. 

This diploma thesis contributes to the growing body of literature on special eco-

nomic zones and their role in economic development, offering a comprehensive 

and up-to-date analysis of China's experience. By critically examining the suc-

cesses, challenges, and future prospects of China's FEZ system, this research 

provides valuable insights for policymakers, scholars, and practitioners engaged 

in economic development strategies, international trade, and regional integra-

tion initiatives. As the global economy continues to evolve in the face of techno-

logical disruption, geopolitical shifts, and environmental imperatives, the lessons 

drawn from China's FEZ experience, as elucidated in this diploma thesis, will 

undoubtedly remain relevant and instructive for years to come. 
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Appendix 1: Survey Evaluation Factors 

Section Factors to Rate (scale 1-5) 

Reasons for 
Investment 

- Tax incentives and exemptions - Streamlined administrative 
procedures - Infrastructure and utilities - Access to domestic 
market - Access to international markets - Availability of skilled 
labor - Presence of suppliers and business partners 

Impact on 
Business 

- Increase in exports - Increase in sales - Increase in employ-
ment - Increase in R&D and innovation - Improvement in profita-
bility - Improvement in competitiveness 

Challenges 
and Obstacles 

- Inconsistent or unclear regulations - Lack of transparency in 
policy  

 

 



Appendix 2 

Appendix 2.1: Major Types of FEZs in China 

Zone Type Location Examples 

Special Economic 
Zones  

- Shenzhen SEZ (Guangdong Province) - Zhuhai SEZ 
(Guangdong Province) - Shantou SEZ (Guangdong Prov-
ince) - Xiamen SEZ (Fujian Province) - Hainan SEZ (Hai-
nan Province) 

Economic and 
Technological De-
velopment Zones  

- Dalian ETDZ (Liaoning Province) - Tianjin ETDZ (Tianjin 
Municipality) - Yantai ETDZ (Shandong Province) - Qing-
dao ETDZ (Shandong Province) - Guangzhou ETDZ 
(Guangdong Province) 

High-Tech Industri-
al Development 
Zones  

- Zhongguancun Science Park (Beijing Municipality) - 
Shanghai Zhangjiang Hi-Tech Park (Shanghai Municipality) 
- Shenzhen High-Tech Industrial Park (Guangdong Prov-
ince) - Suzhou Industrial Park (Jiangsu Province) - Xi'an 
High-Tech Industries Development Zone (Shaanxi Prov-
ince) 

Free Trade Zones  

- China (Shanghai) Pilot Free Trade Zone - China (Guang-
dong) Pilot Free Trade Zone - China (Tianjin) Pilot Free 
Trade Zone - China (Fujian) Pilot Free Trade Zone - China 
(Liaoning) Pilot Free Trade Zone 

Export Processing 
Zones  

- Kunshan Export Processing Zone (Jiangsu Prov 
nce) - Songjiang Export Processing Zone (Shanghai Munic-
ipality) - Jiangyin Export Processing Zone (Jiangsu Prov-
ince) - Ningbo Export Processing Zone (Zhejiang Province) 
- Zhangjiagang Export Processing Zone (Jiangsu Province) 
 

 
 

Appendix 2.2: Key Milestones in FEZ Development 

Year Event 

1980 Regulations on Special Economic Zones in Guangdong Province issued 

1984 14 coastal cities opened to foreign investment 

1986 Provisions on the Encouragement of Foreign Investment promulgated 

1990 Pudong New Area in Shanghai established 

1995 Interim Provisions on Guiding Foreign Investment Direction issued 

2001 China's accession to the World Trade Organization 

2006 Provisional Regulations on the Establishment of Bonded Areas issued 

2013 Shanghai Pilot Free Trade Zone established 

2015 Three new FTZs approved in Guangdong, Tianjin, and Fujian 

2019 Foreign Investment Law passed 

2020 Hainan Free Trade Port masterplan released 
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